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EDITORIAL COMMENT 


A Step Forward in National Defense 


NINETY-FIFTH YEAR 


Y enacting the lease-lend measure, 
Congress took effective means for 
rendering aid to Great Britain in 

its conflict with Germany. This policy 
was adopted in the belief that by help- 
ing Great Britain we could most effec- 
tually gain time in preparing for de- 
fending the United States. 

It is clear that when we produce war 
materials for Great Britain we expect 
those materials to be delivered. And in 
their delivery to use our own ships if 
necessary. In short, we want the war 
supplies to reach England. It is not 
at all difficult to understand why Ger- 
many has an entirely different view of 
the matter. Here is the source of the 
clash between Germany and the United 
States. Germany has, in a number of 
instances, attacked our vessels carrying 
supplies to Great Britain, and in. some 
instances has attacked other of our ships 
not so employed. 

This situation led the President, in 
his address to the nation on September 
ll, to announce in the most positive 
terms that this interference with our 
shipping would no longer be tolerated, 
but would be resisted by force. In mak- 
ing this declaration the President was 
acting in accordance with his consti- 
tutional authority as Commander in 
Chief of the Army and Navy, and was 
also giving effect to the declared policy 
of Congress. Such being the case, there 
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is but one place for every patriotic 
American—unitedly and unshakably by 
the side of the President of the United 
States. 
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THE FEAR OF INFLATION 


AR and the preparation for that 

event invariably give rise to the fear 
of inflation. In fact, for a considerable 
time this fear has been present in the 
United States, and that serious attention 
must be paid to it was quite clearly 
indicated by the recent address of the 
Secretary of the Treasury at Boston. 
After pointing out that the inflationary 
influence is already at work, and why, 
Secretary Morgenthau also told of some 
of the means already in use or that are 
to be employed to combat this influence. 
Among the latter are increased taxation, 
sale of savings bonds and stamps and 
the curtailment of other than defense 
outlays. 

Other means which the Secretary pro- 
posed included increased production of 
non-defense commodities and the re- 
lease of certain products largely in stor- 
age. For some time the Government 
has followed a policy designed to raise 
the prices of several farm products, such 
as wheat, corn and cotton, lending ap- 
proximately the market price on these 
commodities with the object of keeping 
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them in storage until a satisfactory price 
could be had for them. When Con- 
gress recently passed a measure that 
would have prevented the Govern- 
ment from disposing of these stored 
grains and cotton, President Roosevelt 
promptly and courageously vetoed it. 
Secretary Morgenthau is right in saying 
that to check the progress of inflation 
these stored products should begin to 
flow. 


Very likely the limitation of acreage 
and other restrictive measures will have 
to be abandoned. There are, of course, 
many influences at work tending to ad- 
vance prices—enlarged profits in indus- 
try, rising wages, and the growing com- 
petition in the markets for certain types 
of goods growing relatively scarcer. 

For several years the monetary policy 
of the Government has been such as to 
prepare the ground for inflation; aban- 
donment of the gold standard, the pur- 
chase of gold and silver at fictitious 
prices, devaluation of the dollar and the 
authority to issue $3,000,000,000 in 
greenbacks. It was frankly the object 
of some of these measures to cause a 
rise in prices, especially of farm prod- 
ucts; now it is desired to hold the rise 
in check. 


In an article appearing elsewhere in 
this issue, (Inflation and Beyond, by 
Hervey Hotchkiss and Samuel Wilcox) 
it is shown that on the basis of existing 
facilities a credit expansion of 460 bil- 
lions would be possible. Manifestly, 
the mere potentialities of inflation do not 
bring about that catastrophe. For a 
number of years bank reserves have been 
so large and excessive as to afford the 
means of inflation. But it did not occur, 
and for the simple reason that—with a 
few minor exceptions—the process of 
deflation, begun in 1929, had not been 
completed. The country was still climb- 
ing out of the trough of a depression. 
It is true that the situation is decidedly 
different now, and that the danger of 
inflation is much greater than it was in 
the earlier period. 

Secretary Morgenthau’s warning was 
timely, and by heeding his wise coun- 
sels the country should be able to es- 
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cape the dangers to which his address 
pointedly referred. 
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THE GOVERNMENT AND THE 
BANKS 


TIMES like the present call for the 
closest harmony between banks and 
government. If in the past this har- 
mony has been lacking, responsibility 
for which may be justly divided, the 
existing situation is serious enough to 
demand the wiping out of previous 
causes of complaint on both sides. 

The banks, instead of taking a high 
and mighty attitude, in the face of criti- 
cism and not a little drastic legislation, 
have been rather too ready to accept 
submissively whatever was handed out 
to them. To this complaisant attitude 
one striking exception is to be noted— 
that of the president of the First Na- 
tional Bank of Englewood, Illinois, who 
preferred to quit rather than continue to 
operate under conditions considered as 
being hazardous to the safety of de 
positors. One need not question the 
right of the president of this bank to 
act in the light of his judgment and in 
obedience to what he believed to be his 
duty. But should this example be widely 
followed, the result would be hurtful to 
the country, nor could it hardly fail to 
injure the banking system as a whole 

Banking, like other kinds of business, 
must if it would survive adapt itself as 
best it can to changing conditions. These 
changes may not be relished; but, if 
they cannot be avoided, they must be 
endured. 

While it is true, as above indicated, 
that the times demand complete coopera- 
tion between the banks and the Govern 
ment, it by no means follows that the 
banks are to be placed in the position of 
complete subservience to the authorities. 
As to the obligation of the banks to aid 
the Government to the full extent desired, 
no question arises. A national emer 
gency exists, and war threatens. In this 
situation, the credit needs of the Treas 
ury must be met. But long preceding 
this crisis the banks were extending 
credit to the Treasury on an unpre 
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‘Your client’s statement is a 
useful but impersonal statistical 
report. It is the earning record 
over long periods of activity 
which indicates the personality, 
character, and efficiency of man- 
agement. 


We expect our correspondents to 
take interest in our published 
statements of condition; yet it 
should be a matter of equal sig- 
nificance to them that our divi- 
dend record extends unbroken 
for 98 years. 
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cedented scale, and for purposes which 
many of the banks disapproved, al- 
though their disapproval was less se- 
vere than that shown by Mr. Nichols of 
Englewood. 

In ordinary times, the function of 
banking is not to furnish funds to sup- 
ply the deficits of an improvident gov- 
ernment, but to extend credit to aid in 
the normal operations of production and 
trade. And whatever may be the re 
quirements of the present which tend to 
obscure this fundamental banking func- 
tion; it is something to be kept steadily 
in view if banking is not to fail in its 
main purpose, 

Fortunately, the banks are loyally and 
completely working hand in hand with 
the Government, and it may be safely 
assumed that such differences as have 
heretofore prevailed are to be forgotten. 

The banks of the United States hold 
an immense volume of obligations ol 
the Treasury, and such holdings are 
destined to be still further increased. 
And it may not be inappropriate to re- 
call now the ancient maxim that the 
borrower is servant to the lender. 
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THE DECLINE IN EXCESS 
RESERVES 


EXCEss bank reserves, which for 

some time have been the cause of 
anxiety on account of the inflation po- 
tentialities inherent in them, are now 
declining at a rate that should cause 
this anxiety to diminish. In the past 
one of the signs of an approaching 
crisis was the marked falling off in 
bank reserves, though rather curiously 
the marked growth in bank reserves in 
recent years can hardly be interpreted 
as a sign of growing prosperity. So 
long as production and trade were at a 
low level, the huge bank reserves exerted 
little influence on the situation, but now 
that conditions have changed this in- 
fluence may appear. 

The causes that are reducing this ex- 
cess in bank reserves are increase in de- 
posits, calling for additional reserves, 
enlargement of the volume of money in 


circulation, the decline in gold imports, 
and certain Treasury operations. 


As reported by the National City 


Bank Letter, during August the excess 
reserves of the New York City banks 
fell below $2 billions for the first time 


since March, 1939, making a low for 


the month (August) of $1,845,000,000, — 


against a high of $3,675,000,000 in 
June a year ago. The Monthly Review 
of the Federal Reserve Bank of New 
York for August has the following to 
say on excess reserves: 


Excess reserves of all member banks of 
the country declined somewhat further in 
August, reaching $4,990,000,000 on August 
27, the lowest figure since December, 193% 
For the period since January 15, 1941, when 
the surplus amounted to $6,900,000,000, or 
virtually the same as at the peak of Octo- 
ber, 1940, the movement of excess reserves 
has been chiefly influenced by the three 
factors—money in circulation, member bank 
reserve requirements, and Treasury transac- 
tions * * * . The aggregate drain on ex- 
cess reserves resulting from these factors 
has been only partly counterbalanced by 
credits reaching member bank reserve ac- 
counts as a result of the continued gold in- 
flow to this country, which has been at a 
much slower rate than in 1940. 

The volume of currency outstanding in- 
creased $200,000,000 further in the four 
weeks ended August 27 to reach a new high 
total approximately $1,350,000,000 above 
amount outstanding on January 15. Thus, 
nearly three-fourths of the decline in excess 
reserves since early this year may be said 
to have been the result of the rise in cur- 
rency outstanding. For the period since 
the outbreak of the war the increase in cur- 
rency outstanding has now mounted to ap- 
proximately $2,750,000,000. Of this amount, 
about two-thirds has been in the form of 
coin and bills up to $20 denomination, the 
classes of money which are most aff 
by changes in the volume of business at 
tivity, and about one-third has been in ae 
denomination currency. 

A further increase of nearly ~$100,000,000 
occurred in the reserve requirements of 
member banks during August, accompany- 
ing expansion in certain types of their 
posits, especially domestic interbank deposits _ 
and United States Government deposits 
Since January the rise in reserve require 
ments has absorbed approximately $500- 
000,000 of excess reserves. é 

The other principal absorption of excess 
reserves has resulted from changes i 


Treasury funds on deposit in the Reserve” 


banks and cash on hand in the Treasury, 
which in the aggregate have increased by @ 
net amount of $700,000,000 since Jenuage 
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With factors now operating to reduce 
excess reserves, the dangers hitherto in- 
herent in the plethoric reserves are 
growing less all the while. It therefore 
becomes problematical whether or not 
it is advisable for the Reserve author- 
ities to take any very pronounced action 
toward sharply increasing the required 
reserves for member banks. Were this 
excess increasing, there could be no 
doubt of such a step, but since it is 
declining, and at a very substantial rate, 
the wisdom of such action is less clear. 
At all events, so far as the reserves 
themselves are concerned, the problem 
is far different from what it was a year 
or so since, although on the other hand 
it has gained in importance on account 
of the decided upturn in production and 
trade. 

Viewing the problem rather broadly, 
it is fortunate that the country finds 
itself with an embarrassment of riches 
in the form of bank reserves, especially 
at a time when heavy demands are be- 
ing made on the banks and the Treas- 
ury. This is a situation quite different 
from one where the bank reserves were 
at a very low point. It ought to be 
easy to mop up the excess of reserves 
without disturbance to the credit struc- 


ture. 
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"NOTHER NEW CAR, EH, DOC? 


Amonc professional groups, doctors are 
the auto industry’s best customers, ac- 
cording to J. W. Frazer, president of 
Willys-Overland Motors, who points out 
that sales figures show physicians rate 
operating economy a “must” in car- 
buying, along with dependability. Eight 
out of 10 car-owning doctors drive cars 
less than two years, he says. 
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On the average it costs investment bank- 
ing firms $24 to sell a newly-issued 
$1,000 bond, according to statistics of 
the Securities & Exchange Commission. 
The average cost of selling a $100 pre- 
ferred stock is $5.70, and for selling a 
$10 common stock the average cost is 
92 cents. 
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The 
Federal Reserve Bank 
of Boston 


By 
JosEPH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5-or return 
the book. 
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Inflation .. . 


... and Beyond 


XCHANGE value is a ratio, and 

", may be likened to a seesaw: at one 

end, goods and services; and, on 
the other, money. In other words, the 
value of money and of goods and serv- 
ices moves up and down but in opposite 
directions. On this simple fact hangs 
a tale, the story of inflation. 

Inflation will raise prices, but, at the 
same time, it will depreciate the value 
of money, its purchasing power. In 
this automatic process, two insidious 
forces, scarcely thought of by the aver- 
age man, make for inflation and its sub- 
sequent, and inevitable, deflation. These 
are the popularity of rising prices and 
of cheap money. Rising prices give us 
a glow of good feeling and optimism, 
but, at the same time, they rob us of 
purchasing power, and mean less food, 
less shelter, less clothing, at greater 
prices, progressively. 

A rising price level widens business 
profits, stimulates productive activity, 
brings about more employment, and, in 
the popular mind, brings on an era of 


The purpose of this article is 
not to criticize the administra- 
tion or the bankers but rather to 
point out some of the possible 
pitfalls of inflation into which 
the Government or the banks 
might unintentionally lead the 
public. .The authors are assist- 
ant professors of business ad- 
ministration at The Citadel, 
Charleston, S. C., specializing in 
the field of money and banking. 
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By Hervey D. Hotchkiss 
and Samuel Wilcox 


good feeling. The cheap money idea is 
that there is not enough money to go 
around and that, therefore, there are 
hard times and depressions. Hence, the 
solution of the problem of depression 
—i.e., unemployment, calamity, being 
“hard up”—is to let some cheap com- 
modity, for instance, “easy” or cheap 
credit base, serve as money so that 
everyone will have more “purchasing 
power.” This cheap money idea is very 
popular with the folks, especially 
debtors, and the poor have debts always. 
And the people get this cheap money; 
in time, it comes to mean fiat money, 
irredeemable paper currency, and it 
turns out to be just that (after the im 
flation)—worthless print on worthless 


paper. 
Rising Prices Popular 


Certainly, rising prices do affect 
beneficially the fortunes of certain 
groups of variable income: the enter 
prisers, the owners of common stocks, 
the speculators in stocks and goods, the 
landlords, the borrowers and other types 
of debtors. Of course, we may men- 
tion in passing, and of which more 
later, other classes suffer during the 
period of “prosperity”—the fixed im 
come receivers of all kinds: above all, 
the great mass of common folk, the 
wage earner and the salaried worket, 
whose incomes, while not absolutely 
fixed, lag behind the rising costs of liv 


ing, and who find themselves struggling 
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to maintain their standards of living by 
working longer hours, and by using up 
their surplus. But politicians, reflect- 
ing public sentiment, including business 
sentiment, are inflationists at heart and 
do not want, do not later dare, to check 
the rise. 

Even the bankers, who are supposed 
to be incurable conservatives, are infla- 
tionists and they inflate because the 
community, thinking in terms of easy 
and plentiful money, and believing that 
more money is more capital, would have 
it so. 

Is even the sovereign government of 
the United States in favor of inflation? 
To be sure; as a method of financing 
great, national emergencies, inflation is 
the line of least political resistance, and, 
furthermore, to the politically-minded, 
inflation can provide the government 
with vast sources of money quickly and 
almost painlessly—although the pain 
soon appears. 

Let us examine the current scene to 
find out if there are already any evi- 
dences of rising prices, as they would 
affect the common man. The cost of 
living, which may be conceived in terms 
of meat, eggs, rents and all of the other 
goods and items that our one hundred 
thirty-one million people consume are 
already creeping upward. Retailers 
and wholesalers are beginning to pile 
up huge inventories in anticipation of 
the rise and the coming scarcities which 
will help the upswing. 

What is this inflation; is it at work? 
Let us go to no less a personage than 
the Secretary of the United States Treas- 
ury to find out. We come upon him 
most interestingly engaged in a discus- 
sion of this very topic on May 17, 1935, 
at the hearings before the Senate Sub- 
committee on Banking and Currency. 
We hear the following dialogue: 


SENATOR McADOO. Mr. Secretary, we 
hear a good deal of talk about inflation 
these days. I wonder if you would give us 
your definition of inflation. 

SECRETARY MORGENTHAU. To go 
up against two Secretaries of the Treasury 
is kind of tough. 

SENATOR GLASS. You are only up 


against one, now. I did not vote for the 
Patman bill. 
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SECRETARY MORGENTHAU. Senator 
McAdoo, in view of the fact that that bill 
is pending before the President, I would 
like to be excused from answering your 
question. 


SENATOR McADOO. The definition of 
“inflation” has nothing to do with that. We 
are talking finance and economics now. 


SECRETARY MORGENTHAU. If you 
do not mind, with the bill pending before 
the President, I would like to be excused. 


SENATOR McADOO. Of course, I will 
excuse you if you do not want to answer. 
On the other hand, I suppose you do not 
object to telling us what you think is sound 
money? 


SECRETARY MORGENTHALU. I am not 
a very good theorist on these things, 
Senator. 


SENATOR GLASS. Have you ever come 
in contact with inexpert experts? 


SECRETARY MORGENTHAU. Here is 
one right here. 


No further questioning could draw 
out Mr. Morgenthau on the subjects of 
inflation or sound money. When the 
Secretary of the United States Treasury 
presents such a spectacle, it is small 
wonder that the average man is con- 
fused about the meaning of inflation, 
and inclined to be skeptical of its im- 
mediate threat to him, unless he can see 
it with his own eyes and thrust his own 
hand into the wound. 


What Is Inflation? 


What is the meaning of this word, 
“inflation,” which is on every page of 
your newspaper, and oni the glib tip of 
everyone’s tongue? Precisely what can 
the term mean in suffering and distress 
to all of us, for surely its use implies 
something to be avoided, something to 


be dreaded? 


A very large proportion of the cur- 
rent discussions of inflation are mean- 
ingless for the reason that the term is 
generally used with vagueness and often 
in a wide variety of senses. Further- 
more, both inflationary procedures and 
inflation as a fact are concerned with 
individual transactions and the prices 
of individual commodities rather than 
with the price level. Inflation can and 
does exist regardless of whether the 
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‘“Whoever controls the money 
and credit of a nation controls 
that nation for, by altering the 
value of money, the prospects of 
profits can be erased, industrial 
and other values can be im- 
paired or destroyed, and the 
whole, automatic system of ex- 
change can be brought almost to 
a standstill.’’ 


price level is rising, is steady, or is 
falling. 

Inflation ordinarily means to swell 
by injection of air; to puff up; to in- 
crease or raise artificially, for example, 
prices, and deflation ordinarily means 
the opposite, as collapse succeeding the 
exhaustion of air in a bubble. How- 
ever, the terms now have a technical 
meaning which came into general use 
with the first world war, and came to 
apply specifically to conditions having 
to do with severe currency and credit 
disturbances and upheavals. 

We have seen how the terms are not 
understood even by the highly intelli- 
gent, and it must be said that even econo- 
mists have various views on the subject 
according to their general outlook con- 
cerning money, credit, and price phe- 
nomena. To some, the terms mean ex- 
pansion and contraction of the currency 
only; to others, rising and falling price 
levels; others include primarily credit 
movements. 

Writers on economics are wont to 
set up their own definitions of inflation 
and to work out some theory on these 
premises. Four major conceptions may 
be considered as inflationary: 

1. A simple increase in the price level 
—the loose, layman’s idea. 

2. An increase in money and credit 
or in the velocity of money and credit, 
or both, faster than the production of 
goods and services. 

3. A shrinking of liquidity. 

4. A non-monetary effect brought 
about by bottlenecks in industries in 
- certain localities. 

Individuals and localities even are 
subject to inflation. When an individual 
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gets a loan from any source, and then 
cannot repay it, he has received pur- — 
chasing power in excess of what he 
should have had. The same procedure 
can apply to a group, a community, or 
a region. In other words, capacity to 
buy has been “inflated.” This kind of 
overlending is taking place all of the 
time, and regardless of whether prices 
are rising, falling, or just standing still. 

Yet, and here is the importance of 
the matter, it is when many individuals 
are found in this inflated position that 
social significance can be read into it. 

With the rise of prices, initiated by 
spending the proceeds of overlending, 
lenders borrow and banks lend too 
freely, and, ultimately, the business ma- 
chine becomes congested with this money 
and credit, and deflation, or liquidation, 
sets in, and widespread loss is the re- 
sult. Significantly, the loss has suddenly 
appeared, precluding preparation. Since 
losses are injurious, inflation is a bad 
thing; and this is the only reason why 
inflation is bad—so runs the common 
thought. 


Danger Ahead! 


Soberly, we can say that the danger 
of inflation lies ahead, and that its po- 
tentialities are staggering. The grave 
and very real danger lies in the basic 
character of our own people; the wild, 
hysterical optimism alternating with 
that revulsion of feeling culminating in 
black depression; and in the powers al- 
ready in the hands of the President of 
the United States. 

Whoever controls the money and 
credit of a nation controls that nation 
for, by altering the value of money, the 
prospects of profits can be erased, in- 
dustrial and other values can be im- 
paired or destroyed, and the whole, 
automatic system of exchange can be 
brought almost to a standstill. 

In our system our vast banking net- 
work, the source and fount of all of our 
money and credit, is under the Federal 
Reserve System, which is a wing of the 
United States Treasury, an annex of the 
White House. Thus, one man does con- 
trol our own currency and credit, and | 
his power lies especially in issuing 
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credit. It is very easy to issue this 
credit, and once the vicious spiral of 
prices has started as a result, insuper- 
able obstacles stand in the way of pre- 
venting over-issue. 

Attractively at first, with the flush of 
good times and higher money incomes, 
the inflation soaks up the incomes of 
laborers, salaried workers, and the little 
men of moderate means, falls like a dead 
weight upon all those who receive fixed 
incomes, and thus ruins the prosperity 
of all those of small account by turning 
them into debauched speculators. At 
first, inflation stimulates overproduction 
along certain lines and then, as an after- 
math, leaves every industry, hitherto ex- 
panded, flabby afterward, and the mass 
of people, their thrift and equities de- 
stroyed, victims of developing political 
and social abandon’ and _ industrial 
stagnation. 

Before we go into details, what can 
be said of the present situation? The 
government deficit and borrowing of re- 
cent years have engaged us in an un- 
precedented inflationary policy which is 
daily becoming more pronounced and 
which may result in some very unfor- 
tunate and unforeseen consequences. It 
has ever been the procedure of govern- 
ment at war or preparing for war to 
thus create a huge volume of inflam- 
mable material in this way. The spark 
that may set off the explosion is found 
in the destruction of the confidence of 
the people in the fiscal soundness of 
their own government. Our Govern- 
ment is showing little interest in the 
Federal Reserve Board’s plan for more 
power with which to deal with any pos- 
sible runaway bank expansion. And 
credit expansion is needed as fuel for 
the inflationary engine for costs are ris- 
ing and industrial production is in- 
creasing. Army construction costs are 
reported to be 50 per cent above esti- 
mates. Some believe that we should 
not control the resulting price advances 
but let the supply and demand factors 
in the situation govern the rise. We 
are seemingly getting ready to fiddle 
while Rome burns. 

If Government falters, what of the 
banks as potential or actual brakes on 





a boom? One must guard against be- 
coming too sanguine of the efficiency of 
the banks in preventing crises and de- 
pressions. Credit expansion which can- 
not be liquidated except at a loss is the 
cause of inflation, as we have seen. 
Control of credit, therefore, supplies the 
answer of a check on the profligate 
spenders who would put us into the in- 
flationary spiral by their actions. In- 
cidentally, an inflation tends to follow 
a certain sequence of events: there is a 
lag of costs caused by the relative rigid- 
ity of wages and interest which increases 
the profits of business men who become 
willing to borrow from the banks. In- 
creased velocity of the money supply 
takes place, which adds still further to 
the expansion of effective demand. This 
increased credit expansion gives an in- 
creased consumers’ income with its re- 
sultant consumers’ outlay, bringing 
about rising prices and more borrow- 
ing from the banks as long as the profit 
margin exists. Finally, the banks are 
forced to halt this credit expansion be- 
cause of the lack of cash and adequate 
reserves. This monetary expansion could 
go on indefinitely if the banks were will- 
ing to abandon the gold and silver re- 
serves behind our credit, and if society 
were willing to endure the growing fric- 
tion between economic classes involved 
in continuous inflation. An excess of 
idle reserves raises the spectre of immi- 
nent inflation at the present time, but 
the depletion of reserves is the last of a 
series of changes which mark an expan- 
sion. 

And now for some breath-taking and 
frenzied finance. It is possible that some 
morning the American people may wake 
to find, as if almost overnight (so swiftly 
has been the rise), that the expansion 
of nearly one-half trillion dollars in 
currency and credit has swept them, 
without warning or great alarm at its 
inception .into the disaster of collapse 
and ruined national finance. 


Potential Credit Expansion 


A figure for the potential credit 
expansion of the United States monetary 
system will depend upon the amount of 
adequate reserves which we have avail- 
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*‘And now for some breath- 
taking and frenzied finance. It 
is possible that some morning 
the American people may wake 
to find, as if almost overnight 
(so swift has been the rise), that 
the expansion of nearly one-half 
trillion dollars in currency and 
credit has swept them, without 
warning or great alarm at its 
inception, into the disaster of 
collapse and ruined national 
finance.’’ 


able. The banks, upon the basis of their 
present reserves, could loan, ultimately, 
up to about 460 billion dollars—an 
astronomical figure, to say the least. 
The basis for such an almost incredible 
expansion lies in a great reservoir of 
dammed-up purchasing power, held 


back partly by the reluctance of banks 
to lend and partly by the timidity of 
borrowers; but, once the dam gives way, 
perhaps with a rash outbreak of con- 
fidence, or perhaps because of fears of 


even greater impending inflation, the 
major inflationary forces will be abso- 
lutely uncontrollable. 

Quite properly, it will be asked, how 
can such a figure as 460 billion dollar’s 
worth of credit in the banks as avail- 
able, be determined? It can be shown 
that the figure is easily obtainable, and 
also that this figure is rather conserva- 
tive in comparison with a calculation 
which might be obtained if the Presi- 
dent and the Secretary of the Treasury 
decided that we needed inflationary 
stimulus to finance a war or to liquidate 
the entire governmental debt. 

Right now, we have just over 22 bil- 
lion dollars in gold and slightly under 
two and one-half billions of silver in 
the Treasury. The Secretary of the 
Treasury is authorized to issue up to 
three billion dollars in greenbacks which 
are to be backed by the general credit 
of the country. The summation of the 
above stocks of gold and silver plus the 
greenbacks equals 271% billion dollars 
which is the basis for the reserves of 
the banks of the nation. The problem 


is: firstly, what is the possible resultant 
currency expansion; and, secondly, what 
is the credit expansion on the base of 
this 271% billion dollars of reserves? 


Currency in the amount of 72 billion 
dollars could be issued against this base, 
Today, we have only about nine billion 
dollars of currency in circulation, yet 
this is the largest amount on record or 
about 75 per cent more than we had in 
1929. 

The reserve of 271% billions of lawful 
money is also a basis for credit expan- 
sion. Credit is used in about 90 per 
cent of our transactions. At present, on 
the average, a 17 per cent reserve is 
needed behind a deposit in a local bank 
and a 35 per cent reserve behind the 
deposit of the local bank with the Fed- 
eral Reserve Bank. Upon the basis of 
the above reserve requirements, it will 
take $5.95 of our 271% billions to main- 
tain a loan of $100 from a bank. It 
therefore follows that a reserve of 2714 
billions would be a reserve for a loan 
expansion of about 460 billion dollars. 
Incidentally, the value of all the things 
that all of our 131 million people own 
amounts to less than 400 billions. 

The above credit expansion has been 
figured in a conservative way so as not 
to unduly alarm anybody. Suppose, 
however, that we had added to the above 
credit expansion total, the amount of 
credit which could be engendered under 
the present powers that the President 
and the Secretary of the Treasury now 
have as a result of usurping the right 
of Congress “to coin money and regu- 
late the value thereof?” 

What are these present powers? The 
President can devalue the dollar down 
to 50 per cent of its pre-1933 weight; 
silver can also be devalued in the same 
amount as gold; bimetallism could be 
instituted; silver can be purchased un- 
til the proportion of silver to gold im 
the monetary stocks of the country be- 
comes equal to one-fourth of the total 
monetary stocks; and, finally, under 
Section 8 of the Gold Reserve Act of 
1934, the Secretary of the Treasury has 
the power to place any price on gold 
that he chooses. It seems perfectly clear, 
therefore, that without any action on the 
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part of the Congress, the Administration 
could write off the governmental debt 
by marking up the price of gold o1 
silver. If the governmental debt in- 
creases and foreign currencies continue 
to depreciate, it is quite possible that 
the Administration may use its powers 
to-devalue the currency still further in 
order to reduce the deficit, and to pur- 
sue the fallacious notion that our cur- 
rency should accompany the weaker 
currencies in their downward course. 


Uncertain Means of Control 


It can be stated emphatically that, 
with a possible credit expansion today 
of 460 billions, there exist only uncer- 
tain means of credit control by the cen- 
tral banking authorities. We have a 
situation of monetary and credit “glut” 
and the inflationary possibilities are 
enormous under present conditions, and 
it is impossible to forecast the credit 
expansion if the President or the Secre- 
tary of the Treasury decided to use his 
powers to the utmost to further expan- 
sion. Nevertheless, in that event the 
value of our present currency would 
have a counterpart to the continental 
currency which, as we shall see, was lit- 
erally “not worth a continental.” 

Velocity of currency and credit must 
be considered in trying to ascertain the 
possible credit expansion in this coun- 
try. The velocity of the currency and 
credit at the present time is near the 
lowest level on record. In February, 
1940, it was down to 13 times per year 
whereas in 1929 the turnover of cur- 
rency and credit was over 50 times an- 
nually. From 1929 to July, 1940, the 
velocity of deposits in banks declined 
about 73 per cent. A credit expansion 
of 460 billions is terrifying enough with 
a velocity of 13 times per year, but sup- 
pose the velocity should approach even 
the 1929 level of 50 times? This would 
mean at least a tripling of our deposit 
currency circulation. Experience has 
shown that the velocities usually in- 
crease with the inflationary expansion. 


Can It Happen Here? 


Do you think this outline of poten- 
tial inflation is fantastic, or if you be- 
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lieve it, de you have in the back of your 
mind the familiar thought that “it can’t 
happen here”? 

We have had two major inflations 
with their consequent disaster in the 
United States; and, for illustration, our 
experiences during those two periods 
are outlined below with some classic ex- 
amples drawn from Europe: the Ameri- 
can Revolution and bills of credit; the 
War Between the States and the green- 
backs; France and the assignats; Ger- 
many and the mark; and Russia and 


' the ruble. 


During the American Revolution the 
bills of credit issued by the Continental 
Congress and the colonies depreciated 
to one-thousandth of their face value, 
and the instability of this “money” is 
embalmed in the phrase “not worth a 
continental.” 

During the Civil War about 589 mil- 
lion dollars, or about one-fifth of the 
public debt in 1865, was due to the sub- 
stitution of greenbacks for metallic 
money. It can be safely said that the 
issue of greenbacks to finance the war 
cost the people more than one-half bil- 
lion dollars alone. They depreciated in 
terms of gold until in 1864 they brought 
less than 40 cents on the dollar, and 
in terms of other commodities they 
bought less than half of their face value, 
for the price level rose from 100 in 
1860 to 217 in 1865. 

The experience of France with the 
assignats began in 1789, and reached 
its climax in 1797 when Frenchmen 
throughout France for the most part, re- 
fused to use the assignats at all. The as- 
signats were followed by the mandats, 
but soon the paper money simply shriv- 
elled out of existence. 

The greatest offenders, and therefore 
the greatest sufferers from inflation in 
modern times were Austria, Hungary, 
Poland, Russia, and Germany. The 
financial systems of the two great 
powers, Russia and Germany, completely 
collapsed and, who knows, paved the 
way for the present war. 

At the beginning of the first world 
war, Russia’s paper money amounted to 
about 1,775,000,000 rubles, chiefly in 
the form of notes. At the height of the 
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inflation, in February, 1924, Russia had 
issued government notes in the amount 
of 866 quadrillion rubles (866,000,000,- 
000,000,000). The price level at the 
end of 1923 was 3,781,000,000 times as 
high as it had been in 1913. In 1924, 
the Soviets gathered up the worthless 
money by offering one gold ruble for 
50 million paper rubles. 

In 1913 Germany had not quite three 
billion paper marks in currency; at the 
end of 1924, she had issued more than 
one and one-half sextillion paper marks. 
The wholesale price level at the end of 
1923 was approximately 1,261,560,000,- 
000 times as high as it had been in 
1913. The paper marks were redeem- 
able ultimately at the rate of one trillion 
paper marks for one gold mark. . 

The tragic result of these inflations 

destroying the value or purchasing 
power of money was economic ruin for 
the many, acute distress and suffering 
for all but the few, and the wiping out 
of all public and private debt and of 
the resources of the great lower and 
middle classes, together with violent re- 
distribution of wealth—or poverty. 
_ In an earlier section we have. shown 
that inflation cuts down especially fixed 
salary and wage incomes—the major in- 
come of our people—and it could be 
shown that, if pushed to extremes, infla- 
tion and deflation may be translated into 
poor health, disease, destitution, less 
efficient labor effort, and more crime, 
for they undermine our whole power as 
a nation at its very foundation. 


There are some aspects of inflation 
and deflation that should be noted in 
connection with their destructive effects. 
For example, the price level may rise 
for a great many reasons other than 
general inflation, and therefore aggra- 
vate its effects; and a general inflation 
may take place under a constant or fall- 
ing price level—the point being that the 
price level would have fallen, or fallen 
more rapidly, if inflation had not 
existed. 

On the other hand, prices may rise 
because of a general scarcity of goods 
and services, as in the present defense 
‘ emergency, and this would not provide 
a cause of inflation if all currency and 


credit were self-liquidating. Again, the 
price level may fall because of a com- 
parative increase in goods and services, 
due to the loss of gold or increasing 
productivity, and this without any de- 
flation. Further, the destruction of 
values does not entirely flow from the 
enforced and disastrous deflation that 
follows inflation, because in cases of ex- 
treme inflation most of the losses arise 
during the period of rising prices, and 
quite often, the magnitude of the defla- 
tion may be far beyond the previous 
inflation. 

It has been shown that rising prices 
do affect beneficially the fortunes of 
certain groups, and we have touched 
upon the fact that even on the upswing 
certain groups were adversely affected. 
We now propose to show that the wel- 
fare of groups is -more adversely 
affected by falling prices, and that 
some, if not most ,of the recipients of 
benefits by reason of rising prices are 
also hurt. 


Falling Prices 


With the fall of prices, usually sud- 
den and precipitate, enterprisers find 
their profits gone, losses accruing, 
equities contracting, and their business 
organization disintegrating. The land- 
lord finds difficulty in collecting his 
rents. The bondholder, if he gets his 
interest installment, can now buy more, 
but debtor corporations may cease to 
pay interest and the market value of the 
bonds may decline. The stockholder 
suffers from the lapse of dividends and 
severe contraction of stock values. The 
creditor may benefit by increased pur- 
chasing power from paid debts but this 
advantage may be offset by poorer col- 
lections or the disappearance of debtors. 
Even the speculator suffers, as the great 
majority of this class, especially the 
lambs, trade only for a rise, and only 
a very small number profit by speculat- 
ing on a falling market. The manufac- 
turer and the distributor, with enlarged 
inventories left over from “good times” 
when they stocked up in anticipation of 
a further price rise, have to take heavy 
losses on these speculative inventories 
when prices drop. 
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Behind Ramparts of Rolling Steel 


Now, in this autumn of 1941, in mounting numbers come ramparts of rolling steel 
for our Armored Force from industries which once were devoted solely to the arts 
of peace. And from a host of other plants which even a few years ago were as remote 
from the making of munitions as they were from war itself come hundreds of no less 
essential contributions to defense. 

As the national effort broadens, more and more of these often unsung industrial 
fighters for democracy play their vital parts. Behind them, in turn, stands the mobil- 
ized bank credit of the country, speeding in many ways the great task at hand. For 
bank credit assists in converting plants to new uses, in helping to create additional 
plants, in making needed tools, in financing purchases of materials, in facilitating 
subcontracting and in dozens of other ways, all necessary to swift and sure comple- 
tion of rearmament. 

The Chase National Bank, in cooperation with its correspondent banks through- 


out the country, is actively assisting industry in its task of arming the nation. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 


THE BANKERS MAGAZINE for October, 1941 





The groups just enumerated belong to 
the so-called privileged classes. The 
effect on the less fortunate is even worse. 
The losses fall on debtors who are 
forced to sell at sacrifices if they are to 
pay their debts; they fall on employes 
who have their salaries or wages cut or 
who go on part-time duty—if they do 
not lose their jobs. 

In the widespread liquidation, there- 
fore, hardly anyone escapes and the 
chief cause of all this individual ruin 
and composite industrial stagnation was 
the preceding inflation. 


What Are the Preventives? 


It should be obvious that the nation 
must avoid a serious inflation even 
though the majority of its citizenry 
would enjoy its stimulating effects (not 
being sure of the aftermath). The pub- 
lic should demand of the Government 
the prompt adoption of certain meas- 
ures which would help minimize the 
dangers of inflation. What are the pre- 
ventives which should be utilized by the 
Government in checking this impending 
inflation? Pertinent ones are as follows: 

1. The Government should reduce 
non-defense expenditures to the mini- 
mum and increase taxes so that we will 
pay as we go as far as possible. If we 
do not balance the budget in time, the 
raising of the statutory debt limit will 
become a joke. 

2. Congress should take over its right- 
ful duty of “coining money and regu- 
lating the value thereof.” These dele- 
gated powers of the President and the 
Secretary of the Treasury should be re- 
voked at once. 

3. The powers of the Federal Reserve 
System, our central bank, should be re- 
defined and strengthened in such a man- 
ner as would permit it to exert a rigor- 
ous type of credit control, and this 
includes the raising of reserve require- 
ments to any height. The control of 
the Board of Governors of the System 
must be divorced from the President and 
the Secretary of the Treasury. After 
this agency receives autonomy it should 


not be afraid to assert itself in order 
to protect the masses from a plethora 
of credit. 

4. The silver purchase program of 
the Government should be terminated 
and the retirement of silver certificates, 
as well as of greenbacks, should take 
place, thus removing for all time the 
power of the Treasury to issue either 
one of these types of currency. 

5. Future devaluations of gold should 
cease; possibilities of a bimetallic stand- 
ard of gold and silver should be elimi- 
nated, and the convertibility of our 
money into gold on demand by the 
public should be permitted in order to 
strengthen confidence in our currency 
and to remove some of the gold reserves 
as a backing for our currency and credit 
as a doniestic policy. , 

6. The Treasury should attempt to 
sell its securities to private investors 
rather than force the banks of the coun- 
try to buy them and thus support the 
bond market. Nearly half of the earn- 
ing assets of the banks today are made 
up of Government securities which help 
to make a basis for bank deposits and 
enhance the inflationary movement in 
the country. Needless to say, this is an 
unhealthy and abnormal situation and 
one fraught with peril. 

Some individuals may think that the 
above recommendations are too radical, 
However, their application seems to be 
remote. 

Previous inflations have not been con- 
trolled. So what prospect is there that 
the present one will be? 


© 


ARMY STREAMLINES EQUINES 


STREAMLINING has reached even the 
Army’s cavalry and artillery horses. The 
plodding type of draft horse is being 
replaced with a smaller, faster, more 
active mount developed by a special 
breeding plan from thoroughbred stock, 
according to the War Department. Or- 
dinarily the Army purchases less than 
2,000 horses a year. but in the past year 
23.808 were bought. 
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Foreign... 


Property Control 


HE U. S. Treasury Department, by 

order of the President, has just un- 

dertaken the huge task of registering 
“all property subject to the jurisdiction 
of the United States” in which, on three 
respective dates, “any foreign country 
or any national thereof had any interest 
of any nature whatsoever, direct or in- 
direct.” This measure, unprecedented 
in America, involves an enormous 
amount of work for the innumerable 
parties concerned. The material which 
will be collected, is probably so volumi- 
nous that it will take thousands of op- 
eratives and many years to compile and 
correlate the figures and information 
obtained from the various sources. It 
will be a field day for statisticians. 

Of necessity, such a census of foreign 
property cannot be all inclusive, and 
it may be assumed that it will be fol- 
lowed by additional steps to accomplish 
its purpose and to widen its scope. Our 
Government may see itself obliged, 
eventually to expand the measures of 
control beyond alien property and in- 
clude all American assets here and 
everywhere. Certainly, many good rea- 
sons can be advanced for such further 
steps, not the least of which will be the 
post-war adjustment of claims and 
counterclaims. 

To discourage hoarding an unofficial 
check on large currency withdrawals 
from bank accounts has already taken 
place. As the Government’s financial 
needs grow—and they are growing spec- 
tacularly—more complete information 
regarding the sources of capital and 
earnings of the American people may 
also become necessary. 


By Frederick M. Stern 


In some European countries, it has 
long been customary to supervise and 
record the whereabouts of every person 
and their possessions; strict supervision 
and control are exercised. Residents 
and visitors alike have to register with 
local police authorities. Some govern- 
ments also extend their surveillance to 
the thorough recording of all property. 
Thus, the tax collectors have an easy 
check on assets available for capital and 
income levies, the prosecuting agencies 
know where to find their quarry, and 
the recruiting officers record the data on 
manpower subject to military service. 

No such statistics exist in this coun- 
try of ours. However, the first step be- 
yond the decennial census taking of the 
population was the Alien Registration 
last year, when all non-citizens had to 
register and be fingerprinted. The need 
of war-time controls, however, necessi- 
tated more than this mere listing of 
alien resident individuals. Accordingly, 
a number of Executive Orders were is- 
sued during the last eighteen months 
also establishing a control over foreign 
funds. Naturally, such a novel proced- 
ure was bound to ‘have initial weak- 
nesses and shortcomings on one hand, 
and to involve hardships and inequal- 


The author is a member of 
the New York Stock Exchange 
who has made a special study 
of foreign property control. 
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ities on the other. Only with experience 
—which we may garner from European 
examples, or which in time we may gain 
ourselves—can the objectives be reached 
to full advantage. 


Purpose of the Order 


What are these objectives? - Quoting 
from a press release issued from the 
White House on June 14, 1941, “the 
Executive Order is designed, among 
other things, to prevent the use of the 
financial facilities of the United States 
in ways harmful to national defense and 
other American interests, to prevent the 
liquidation in the United States of assets 
looted by duress or conquest, and to 
curb subversive activities in the United 
States.” 

Five broad measures were taken to 
accomplish this result. 

(1) The “freezing” of accounts of 
thirty-two specified countries and their 
nationals. 

(2) The control of imported secu- 
rities and the prohibition of dealing in 
any securities bearing stamps or other 
evidences: disclosing that they are or 
were at any time located abroad. 

(3) The census of foreign assets held 
in the United States. 

(4) The proclamation of a list of 
“Certain Blocked Nationals,” dealings 
with whom were forbidden. (This 
“black-list” contains several hundred 
names of individuals and firms “deemed 
to be, or to have been acting, or pur- 
porting to act, directly or indirectly, for 
the benefit of, or under the direction 
of, or under the jurisdiction of, or on 
behalf of, or in collaboration with Ger- 
many or Italy, or a national thereof.” 
Also included are “certain persons to 
whom, or on whose behalf, or for whose 
account, the exportation directly or in- 
directly, of any article or material ex- 
ported from the United States, is deemed 
to be detrimental to the interest of na- 
tional defense.” ) 


(5) The establishment of a system of 


licenses regulating transactions for 
_ blocked items and accounts. 

The executive orders extend far be- 
yond the affairs of the specified coun- 
tries and their nationals. They concern 


an estimated 15,000 banks, almost all 
exporters and importers, the majority 
of American corporations with outstand- 
ing securities held by the public, prac- 
tically every broker and dealer in secu- 
rities, and substantially everybody who 
may have business or other dealings of 
a purely domestic character with a “na- 
tional” of a blocked country. Even an 
American citizen may be a “national” 
if he has been domiciled in, or a resi- 
dent of a foreign country on or since 
the effective date of the freezing order 
(see Table I), or if his business has 
been controlled or more than 25 per 
cent owned by, or indebted to such for- 
eign country, or one or more nationals 
thereof. 

Since the scope of the decrees is so 
wide, it has been necessary from the 
very beginning to devise a system of 
licenses for legitimate transactions and 
transfers, as well as for living expenses 
and support remittances. 

The licenses fall in two. categories: 

(1) General licenses. 

(2) Special licenses. 


The Guiding Principles 


Applications for the latter type must 
be filed in a prescribed form and man- 
ner and must contain full disclosure of 
pertinent facts. The guiding principle 
is the maintainance of the frozen ac- 


count intact. For instance, if the pur- 
chase of securities or merchandise or 
any other business transactions is au- 
thorized, the proceeds of the eventual 
sale or liquidation must return to the 
blocked account. 

In practical experience, applications 
have frequently been denied because of 
public unfamiliarity with license re- 
quirements and because of inadequate 
presentation of the transactions in- 
volved. 

It should also be noted that the staff 
of the Foreign Property Control organ- 
ization had to be increased so rapidly 
that it was impossible to find a sufficient 
number of trained experts. As the new 
men become familiar with the regula- 
tions and the routine of their jobs, it 
may be expected that transactions will 
be handled more expeditiously and with 
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TABLE I 


FOREIGN COUNTRIES DESIGNATED IN THE FREEZING ORDERS 


Country 
Norway, Denmark 
Netherlands, Belgium, Luxembourg 
France (including ..sonaco) 
Latvia, Estonia, Lithuania 
Rumania 
Bulgaria 
Hungary 
Yugoslavia 
Greece 


Effective Date 
April 8, 1940 
May 10, 1940 
June 17, 1940 
July 10, 1940 
October 9, 1940 
March 4, 1941 
March 13, 1941 
March 24, 1941 
April 28, 1941 


Albania, Andorra, Austria, Czechoslovakia, Danzig, 


Finland, Germany, Italy, 


Liechtenstein, 


Poland, 


Portugal, San Marino, Spain, Sweden, Switzerland, 


Union of Soviet Socialist Republics 
(k) China, Japan 


June 14, 1941 
June 14, 1941 


The term “foreign country” designated in the executive orders includes also the 
colonies, dominions, protectorates, mandates and other dependencies. 


greater understanding, and a detailed 
work routine will be established. 

Here is a typical experience. Of sev- 
eral applications, almost identical in 
nature and terms, some were granted 
and some denied. It also seems strange 
that many applications to withdraw 
funds from German Government or 
agency accounts for the purpose of pay- 
ing interest or making other remittances, 
have not been granted. Naturally, these 
German funds are frozen, and are of 
no use to that country “for the dura- 
tion.” Therefore, that Government has 
applied for permission to pay the July 
1, 1941, coupons on the German Fund- 
ing Loan 3 per cent 1946, and to pay 
interest on the approximately $31,000,- 
000 of “standstill credits,” but at this 
writing no such license has been ob- 
tained. Perhaps the desire of the U. S. 
Treasury to retard the dissipation of 
Axis funds in this country may be one 
of the reasons behind this refusal. 

Other cases involve political refugees 
who have some interest or funds to re- 
ceive, or who have found opportunities 
for liquidating assets in blocked coun- 
tries. Yet, they cannot obtain a transfer, 
even to their own frozen accounts. This 
is a peculiar state of affairs, consider- 
ing the fact that it would be a definite 
gain to us to have such funds in the 
possession of residents, though blocked 
themselves, rather than on the credit 


balance of the “frozen” Government or 
bank. Yet, we may fairly assume that 
the Washington authorities will finally 
review these cases and decide them on 
their merits. The mass of pending ap- 
plications is probably so enormous that 
at this early stage the more complicated 
cases can hardly receive the attention 
and consideration which they deserve. 

In order to find an adequate working 
basis, a number of “general licenses” 
were issued which exempted certain ac- 
counts and nationals from the freezing 
regulations, wholely or in part. Thus, 
the governments and national banks of 
Switzerland, Sweden, Spain, Portugal 
and China have received limited “gen- 
eral licenses” involving property inter- 
ests of such countries and their citizens. 
The most important general licenses are 
listed in Table II. 


Meaning of ‘‘National’’ 


It is worth noting that the executive 
orders have created a new term of “na- 
tional” which is not identical with citi- 
zenship. Therefore, even an American 
citizen might be classfied as a national 
of a foreign country. 

The term national includes roughly: 

(1) Any person domiciled in, or a 
subject, citizen or resident of a foreign 
country at any time on or since the 
“effective date.” 
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TABLE II 


MOST IMPORTANT GENERAL LICENSES 


authorizing payment of $500 in any one month out of a blocked account for 
living expenses of the owner; 


5, permitting dealing in imported and foreign stamped securities, if Treasury 
Department form TFEL-2 has been previously attached; 


exempting American citizens, residing in the United States, from being 
classified as “nationals” of any foreign country; 


2, authorizing support remittances to foreign countries of $100 to $200 per 
month and per household; 


authorizing remittances to American citizens residing abroad for living ex- 
penses (up to $500 per month) and for travelling expenses to return to 
the United States; 


licensing “as generally licensed nationals” individuals who have been domi- 
ciled and residing in the United States at all times on and since June 17, 
1940, or on and since the “effective date,” if subsequent to June 17, 1940 
(see Table No. 1). Form TFR-300 for reporting foreign-owned assets 
subject to the jurisdiction of the United States, need not be filed with 
respect to property interests of “generally licensed nationals”; 


establishing “generally licensed trade areas,” such as the American Re- 
publics, the British Commonwealth of Nations, the Union of Soviet So- 
cialist Republics, the Netherlands East Indies, the Netherlands West Indies, 
the Belgian Congo and Ruanda-Urundi, Greenland and Iceland. 


(2) Any partnership or organization, 
organized, located, owned, or controlled 
by such foreign country, or one or more 


nationals thereof, directly or indirectly. 

(3) Any agent or representative, act- 
ing directly or indirectly, for the benefit 
or on behalf of such national. 

(4) Any person who is believed to 
be a “national,” as defined in the execu- 
tive orders. (This classification evi- 
dently includes such border cases as 
stateless individuals, who are former 
subjects of one of the blocked coun- 
tries. ) 

Drawing such a wide circle, many 
persons or accounts had to be included 
in the freezing regulations whose record 
is clear and who were caught in the 
dragnet by chance and unfortunate co- 
incidence. The selection of the “effec- 
tive dates” themselves, had to be arbi- 
trary and therefore was bound to 
produce inequalities. 

Thus, an American newspaper corre- 
spondent filling an assignment in a 
“blocked country,” on or since the ef- 
fective date, became and remains a “na- 
. tional.” On the other hand, a French- 
man residing in Argentine would be 
subject to the freezing regulations, the 
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same as if he resided in France or one 
of her colonies. Therefore, a person 
may be blocked for both, his residence 
and his nationality, for example, a Ger- 
man citizen domiciled in Denmark. 

Altogether, a certain amount of need- 
less suffering as the result of the foreign 
property control cannot be avoided, 
but a number of steps should be taken 
to mitigate unjustified hardship. 

One result, for instance, and no doubt 
unintentionally, has been a rise in the 
cost of foreign remittances for support 
purposes, particularly to Germany and 
France. Whereas formerly, persons de- 
siring to make such payments could 
purchase blocked internal balances re- 
stricted by foreign exchange controls 
abroad, they now have to buy such re- 
mittances from banking institutions, at 
their established rates. Moreover, the 
original owners of these foreign ac- 
counts cannot even use their own credit 
balances for personal support remit- 
tances to needy friends and relatives 
residing in the respective countries, but 
have to acquire the necessary Reichs- 
marks, Guilders, Francs, etc., by pur- 
chase. Thus, the owners of money 
frozen in the Axis-controlled countries 


THE BANKERS MAGAZINE for October, 1941 





have been deprived of the use of their 
own bank balances, not through meas- 
ures taken against them by these coun- 
tries, but through restrictions imposed 
by the American authorities. While a 
special license may be obtained in some 
cases on proper application, it is diffi- 
cult to see the necessity for such 
severity. 

Another instance in which the effect 
is out of all proportion to the effort, 
is the requirement for subjecting all se- 
curities with evidence of foreign stamps 
or location, to attachment of a Treas- 
ury “clean bill of health.” Since the 
importation of securities and all exist- 
ing holdings are placed under control 
“per se,” the singling out of these 
“marked” items is an unnecessary dupli- 
cation in the cases affected, and a 
nuisance in all others. 

Foreign and unlisted securities, how- 
ever, have been excluded altogether from 
the average special license. Unless spe- 
cifically applied for certain issues, 
usually authority has only been granted 
fo. the purchase of “securities issued 
or guaranteed by the U. S. Government 
or by any political subdivisions thereof, 
or purchase only on a national secu- 
rities exchange, securities issued by cor- 
porations organized under laws of 
United States or Canada, or political 
subdivisions thereof.” 


Unlisted Bonds and Shares 


This practice has caused a discrimi- 
nation against the large number of un- 
listed American bonds and shares which 
are dealt in the “over-the-counter” mar- 


kets. Included are the majority of bank 
and insurance company stocks. No rea- 
son can be perceived why such licenses 
should not permit the purchase of un- 
listed American securities for blocked 
accounts through registered dealers and 
brokers, who could of course be pro- 
vided with specific regulations. Of 
course, it is always required that “secu- 
rities purchased are to be held in a 
blocked account in the name of the per- 
son whose account was debited in con- 
nection with the purchase.” 


General license No. 4 as amended, 
permits, however, the sale of securities 
held for a blocked account provided the 
proceeds are again placed into such 
account. 

Therefore, a framework has been 
created for the successful control of 
foreign-owned assets. Whatever loop- 
holes which may yet exist, ought to be 
closed through full codperation with the 
authorities. Thus, we may hope that 
it will not become necessary to file for 
registration all property subject to the 
jurisdiction of the U. S., a thought at 
which every believer in freedom of capi- 
tal and person must shudder. Once a 
government reaches out into the privacy 
of its citizens and their affairs, it is 
reluctant to diminish and rather likely 
to increase the controls. 


© 
CONSUMER CREDIT ATTITUDE 


AN attitude toward consumer credit 
banking as being a peanut business that 
your dignity forbids but your poverty 
demands, disqualifies you in any com- 
petition for numbers of customers or 
dollars of volume. The public—the 
man in the street—has his dignity too. 
In his comparative poverty of wanting 
the use of $500 or $1,000 out of your 
vast stored millions, he can sense—yes, 
almost smell—an attitude of condescen- 
sion. He'll pass you by till fire freezes 
before he’ll take high and mighty airs 
along with his loan. If there is a bank, 
a finance company, a loan company, or 
a pawnshop open in the town that 
charges him twice, treble, or quadruple 
your rates, he will not submit to being 
patronized. He’s a free American citi- 
zen in a free country, asking nothing 
of anybody but a chance to make good. 
He is prouder of his character than per- 
haps you are of yours, and likewise of 
his proved earning capacity even if he 
has to use brawn where you seek to use 
brain.—Thomas C. Buoshall, President, 
The Morris Plan Bank of Virginia, 
Richmond, Va., in a recent address. 
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Conversion of Commercial 


Bank Funds 


A Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Com- 
mercial Banking 


By H. E. ZARKER 


the first of a series of articles by Mr. Zarker, who is treasurer 

of the Princeton Bank and Trust Company of Princeton, 
N. J. The author believes that if liquidity and availability of 
funds are to be properly maintained, with the earning of a-maxi- 
mum income, it is essential that a definite standard be established 
for the conversion of funds into investments. 

These articles, which will later appear in book form, are a chal- 
lenge, says the author, “to those bankers and students of banking 
who have the capacity for executive management tasks, who can 
change and grow, recognizing modern banking to be a moving 
advancing technique.” 

“Tt is clear,” he says, “that for the period ahead of us the bank 
executive must understand and have courage for new policies and 
principles which fit the new times and new opportunities, else 
experience teaches us nothing.” 

Mr. Zarker’s articles will be divided into the following topics: 
The Need of a Policy. 

The Conversion of Funds. 

A Specific Application of the Plan. 

Flexibility of the Plan. 

Bank Operations and Federal Deposit Insurance. 
Service Charge Technique. 

Statement of Principles and Standards of Investments. 
Conclusion. 


B tie first of with this issue, Tue Bankers Macazine presents 


PAP & Sy 


Mr. Zarker is well qualified to write on bank investment ~prob- 
lems, having had a wide experience both in business and banking. 
He has had a broad experience in the business field as auditor, 
accountant, management and industrial engineer, in firms of various 
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sizes. He has also had ten years’ experience in the banking field as 
auditor, budget officer, comptroller, and in his present capacity as 
treasurer and general manager of the Princeton Bank and Trust 


Company, which was chartered in 1834 and has assets of approxi- 
mately $7,000,000. 


H. E. ZARKER 


I 
THE NEED OF A POLICY 

Several Factors to Be Considered—Were it not for the 
fact that bank stockholders and depositors suffered serious 
financial losses in each of the thirteen major depressions 
during the last hundred years, a study of “bank fund con- 
version” would not have been necessary. But analysis of 
the losses on loans and investments over an extended period 
of time warrants a frank discussion of the present system of 
commercial banking in an effort to determine the elements 
underlying this apparent weakness, together with the intro- 
duction of a plan which, if adopted, will tend to improve 
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the situation and provide a sieelecchiia against a reoccurrence 
of similar serious conditions. 

It goes without saying that the true yardstick by which 
bank management may be gauged is the manner in which 
liquidity and safety of customers’ and stockholders’ funds 
are combined with adequate and consistent net profits. 
Kither one of these factors is insufficient by itself. Even 
increased volume, if unaccompanied by all of these requi- 
sites, is undesirable in commercial banking. Had the com- 
bination of liquidity, flexibility and profit been the basis 
upon which bank management operated in the past, such 
conditions as existed during the depressions referred to 
above would have been minimized to a large extent. 


And yet there are many bankers who feel that: there is 
nothing wrong with the present banking system. In those 
sturdy, conservative and thrifty communities where deposit 
withdrawals since 1929 were not severe, bankers have been 
fortunate indeed, holding, as many of them did, large vol- 
umes of non-liquid loans and long term “capital loss” secu- 
tities, the market values of which fell considerably. But it 
must be realized that their survival was not because of the 
liquidity, safety and flexibility of the commercial banking 
system, but because their depositors were conservative and 
their communities were not stricken excessively by the 
depression. Who knows how the next recession will affect 
them? 

One of the most interesting problems confronted during 
a preliminary study of funds available for conversion, and 
the assets into which they were actually invested, is the 
question: Should the loan portfolio increase and decrease 
with the demand for loans as it does at present, or should 
its fluctuations be synchronized with the variations in depos- 
its and capital funds? 

A tragic example of permitting a bank’s loan portfolio 
to follow the demand for loans, rather than limiting them to 
the volume warranted by the various factors to be taken 
into consideration, is reflected in the bank statement pub- 
lished on December 31, 1930, shown on page 303. 

Here was a bank that permitted its loan portfolio to be 
influenced entirely by the demand for loans. Twelve mil- 
lion dollars were invested in loans notwithstanding the fact 
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ASSETS 


Loans $12,227,679 
Stocks and Bonds 1,634,126 
Building—Furn. & Fixt. $343,409 
Less Reserve for Depreciation 114,680 

228,729 
Other Real Estate ; 906,645 
Other Assets (Accrued Items) 378,087 
Cash on Hand and in Banks 1,113,860 


$16,489,126 


LIABILITIES 
Capital $ 280,030 
Surplus 1,910,360 
Undivided Profits 170,002 
$2,360,392 
Bills Payable 600,000 
Deposits* 13,403,128 
Reserve for Interest, etc. 125,606 
$16,489,126 





*In round numbers the deposits were made up of $5,000,000 in demand, 
and $8,000,000 in time funds. 


that the deposit liability was thirteen million dollars, the 
major portion of which was payable on demand, or within 
thirty days. . 

Of course, this bank is now being liquidated at a total 
loss to the stockholders and a heavy loss to depositors. 

A management policy synchronizing the safety, liquidity 
and flexibility of assets with the demands of each type of 
depositor’s funds would have saved the community served 
by this bank a loss of approximately $7,000,000. 

It appears from the analysis of over two hundred finan- 
cial statements of banks closed during the last eight years, 
that among the major factors aggravating their failure 
were: 

Long term, high yield securities. 
Frozen loans. 

Excessive “other real estate” owned. 
Insufficient secondary reserve. 


Lack of synchronization between types of assets and types 
of liabilities. 


St Oe 








We must face squarely the problems of operating a 
commercial bank. We must ask ourselves the question, 
among many others, How can we safely serve our depositors 
whose funds are payable to them on demand or upon a 30- 
day notice when we have invested a large percentage of their 
deposits in capital and non-liquidating loans and in long 
term securities which fluctuate violently at times when the 
depositors make their greatest demands upon us? In other 
words, How can we operate a commercial bank on the lia- 
bility side of our ledger and an investment trust on the asset 
side? 


Which Course Should We Follow?—Only one of two 
alternatives is possible. Either we must make our commer- 
cial bank operations depression-proof, so far as it is humanly 
possible, or actually recognize the fact that our depositors 
are investment partners of ours, explaining to them how we 
function under the present system. In this case we should 
set up the necessary restrictions so that they will not make 
withdrawal demands upon us beyond our ability to honor 
them without resorting to forced liquidation in time of 
business recessions. 


Depositor Coéperation Necessary Under Present Sys- 
tem.—If we continue to practice commercial banking as we 
have in the past, we must be willing to tell our customers, 
and have faith that they will act accordingly when neces- 
sary (F. D. I. C. notwithstanding), that each dollar they 
have deposited with us has been converted, for example, 
as in one bank, into 


in cash. 

in U. S. Government obligations (long term). 

in other bonds (many low grade and long term maturity). 
in loans and discounts (including capital and fixed loans). 


We must tell them that under ideal conditions this seg- 
regation has proven satisfactory, but when depressions set 
in and more than a normal deposit withdrawal develops, we 
may find it necessary to limit their demands to our ability to 
liquidate our assets advantageously. History has proven 
that when depositors need. their money the most, it is with 
the greatest difficulty that we are able to supply them with 
it because bond prices are then greatly depreciated and our 
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borrowers find it practically impossible to pay off their 
loans. 


They must also be apprised of the peculiar situation 
commercial banks are in, so far as their holdings of United 
States Government obligations are concerned. Our custom- 
ers must be aware of the fact that banks have been the main 
support of the United States Government obligation mar- 
ket. When the demand for withdrawal of deposits increases, 
or when more attractive investments become available, bank- 
ers will sell large blocks of these securities, inasmuch as 
they are generally recognized as secondary reserve. How 
will they be sold? Who will buy them? What shrinkage 
will be encountered when the liquidation generally takes 
place? 


Our customers must also be informed of the fact that 
the majority of bankers, in an effort to furnish them with 
free service in any volume they wish without regard to the 
size of their bank balances available for investment, have 
invested a large portion of their demand and savings (30-day 
demand) funds in long term, high yield obligations of rail- 
roads, foreign countries, utilities, municipalities and indus- 
try. These types of investments, they must be told, are 
subject to heavy shrinkage in value during depressions, 
since they are worth far less at that time than when they 
were purchased. To liquidate them would incur a serious 
loss in their principal value. The severity of the loss and 
the volume of withdrawals above the normal demand will 
determine whether or not the bank’s surplus, undivided 
profits and reserves are sufficient to absorb them. Thev 
may actually be faced with the necessity of closing the bank 
to protect their capital. 

Will we tell our customers that so far as that portion of 
their funds invested in loans is concerned, a large part of it 
is renewed each maturity date rather than paid off; that 
because of our failure to insist upon loan amortization con- 
. tracts a substantial portion of it has actually taken the 
status of fixed and capital loans, the payment of which in a 
crisis is not probable; that in such a period these borrowers 
actually need more rather than less working capital? Shall 
we tell them that while this type of fixed loan actually has 
no place in a commercial bank’s portfolio such loans are 





necessary because their attractive interest return is needed to 
offset the increasing cost of free services on checking 
accounts ? 

Under.the present system of commercial bank operations 
generally, our customers should realize that they cannot 
withdraw more than about 20 or 25 per cent of all their 
deposits at any one time as a group, because the remaining 
balance of their deposits must be kept invested in assets of 
sufficient yield to cover the costs of their banking services; 
that so long as they as a group abide by this schedule we 
anticipate no forced liquidation of loans and investments 
to hazard the safety of their funds. 


The Demands on Commercial Banking.—One can’t be- 
lieve, however, that this is what our depositors expect of 
commercial banking. When they deposit funds in a check- 
ing account they really want them payable on demand 
regardless of the business cycle. They want the right to 
withdraw their savings funds and certificates of deposit sub- 
ject to regulations regardless of investment market 
conditions. 

It appears, then, that commercial banking demands the 


following four factors—all of which are substantially of 
equal importance: 


1. Adequate service to its customers. 

. Safety and availability of depositors’ funds. 

. Safety of, and a fair return on, the stockholders’ equity. 

. Working capital requirements for the community—but only 
in a volume consistent with the funds available for 
conversion from demand and time deposits. 


If this concept of commercial banking is to be followed, 
we must change our course considerably. There will be no 
place in our investment portfolio for anything except prime, 
short term securities. Such issues yield relatively low in- 
come. Safety, liquidity and flexibility of funds are paid for 
with conservative yields. We will also have to limit our loan 
portfolio to short term, high grade, self-liquidating com- 
mercial loans or adequately collateralled paper. This qual- 
ity of loans also yields low income. But capital losses will 
also be reduced to a minimum. 

Some bankers may question the idea of such a reduction 
in earnings—but they should actually see in it the elimina- 
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tion of excessive losses and realize that the reduction in cur- 
rent income will be more than offset during liquidation peri- 
ods, with less drastic charge-offs and losses. On the other 
hand, any shrinkage in current earnings can be offset by 
adequate service charges to those customers whose demands 
for bank services exceed the ability of their deposit accounts 
to earn sufficient income to cover their cost. In this way 
the bank’s earnings can be increased to any necessary level. 
Likewise, it is obvious that the interest paid on savings 
accounts and certificates of deposit must be in keeping with 
the ability of the assets in which they are invested to earn 
an adequate profit over and above the cost of servicing them. 
The futility of doing more under the present set-up of com- 
mercial banking is proven by a glance at the losses incurred 
by banks in the past at the sacrifice of the safety of deposi- 
tors’ and stockholders’ funds, as shown in the accompanying 
table. 


Losses on Loans anp INVESTMENTS 1930-1936 


All Member Banks—Philadelphia Federal Reserve District’ 
(Data from Earning and Expense Reports) 


LossEs 
Year Loans Investments 
(In thousands of dollars) 
-cccseeee $812,816 $ 9,150 
33,635 
_ 32,402 48,115 
... 28,979 25,977 
.. 88,518 27,510 
. 24,977 21,346 
17,233 11,542 


1 Data submitted by J. Frank Rehfuss, manager department of research and 
statistics, Federal Reserve Bank of Philadelphia, in a letter dated August 17, 
1937. 


It was suggested that these loss figures would take on 
greater significance if they could be reduced to percentages 
of the total loans and total investments from which these 
losses arose. Needless to say, a study such as this would be 
interesting but unfortunately cannot be compiled.. Of the 
losses taken in any year, obviously the major portion was 
suffered on assets acquired in previous years and not on 
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assets of the current year. There are no records available 
which will make possible such a valuable comparison. 

Some bankers with adequate surplus reserves antici- 
pated supervisory charge-off demands by valuing their 
investment portfolio at market and writing down to that 
level at frequent intervals. 

Another group charged off losses only when authorized; 
while still others were in such a weak stockholder equity 
position in relation to their deposit liabilities that they were 
permitted to charge off losses on the installment basis as 
earnings would permit. 


Can We Modify Our Present System?—It seems that in 
view of our past experience it would be both unwise and 
unsafe, if not impossible, to compromise and partially mod- 
ify our present system of banking by attempting to reor- 
ganize our operations and asset structure to fit the business 
cycle because, among other things, of the unfavorable situa- 
tion it would create in the investment field. At the base of 
the business cycle a few individual bankers might find it 
possible to buy securities at attractive prices. But would 
they be attractive if the majority of bankers attempted the 
same program? It would be advantageous, at least theoreti- 
cally, for an individual banker to sell his holdings at the top 
of the cycle, but what condition would be found at that point 
if most of our bankers should attempt the same thing? Com- 
mercial banking has adopted, at least in spirit, the principle 
that investments are to be held for income and not for specu- 
lation, so it is unlikely that any such compromise could ever 
be successful on a sizable scale. 


Planned Investment Portfolio—Everything seems to 
point to the necessity for a definite plan of bank operation 
in which the buying and selling of securities would be 
orderly and constant; that sales would be made only at 
maturity or call of the issue, and purchases executed to take 
up the investment program from that point forward; the 
entire portfolio, consisting of prime, short-term securities 
for the ultimate in safety and flexibility. 

Losses on securities would be reduced to a minimum 
because of the following factors: 
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(1) The security list would be high grade, thus minimiz- 
ing fluctuations; 

(2) The portfolio would be evenly distributed over a 
relatively short maturity period, allowing a sufficient 
volume to come due yearly, 

(a) to create adequate cash for abnormal deposit 
withdrawals when, as and if necessary; or 
(b) for reinvestment during normal deposit re- 
quirements ; 
Mass liquidation of securities in subnormal] business 
periods would be eliminated, thus obviating the 
major factor responsible for severe losses; 
The evenly spaced, short maturity investment port- 
folios would always hold a representative percentage 
of purchases made at high and low prices in each 
major investment group because of its rhythmical 
turnover. 


Working Capital Loans.—Most assuredly, a commercial 
bank has an important function of supplying the community 
with self-liquidating, short term working capital. But be- 
yond that point the commercial bank must not extend itself. 


It is not set up to carry fixed indebtedness of borrowers. 
The investment banker is organized to supply the necessary 
funds for these long term, fixed obligations. 

So long as practically all of our deposits are payable on 
demand or in 80 days; so long as we must stand tremendous 
withdrawal pressure during depressions, just so long must 
the commercial bank invest its available funds in prime, short 
term securities and self-liquidating short term loans for 
working capital purposes. 

No bank can give the maximum of protection to its 
depositors’ and stockholders’ funds—an obvious responsibil- 
ity—if it does not synchronize its assets and liabilities, thus 
permitting sane investment and liquidation of invested funds 
to cover deposit increases and withdrawals. To do this it 
must build its assets with due regard to the nature of its 
deposits and their maximum degree of fluctuation. 


Investment Income Plus Service Charges—Commercial 
banking can be made and kept profitable and safe by a har- 
monious combination of high grade short term investments 
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(securities and loans) and a fair selling price for its serv- 
ices. We must not place the entire burden of expense ab- 
sorption and profit earning on our investment and loan 
portfolios, 

In many of our commercial banks the profit from a rela- 
tively few depositors carries a preponderance of unprofitable 
business. This is both unfair and unwise. We should real- 
ize that we are in the merchandising business. Our mer- 
chandise must include services as well as credit. It is our 
duty to place a selling price on our services sufficient to 
equal their cost plus an adequate profit. If we will not do 
this we must obviously regard our services as unimportant 
and continue to penalize our loans and investments by 
demanding of them too high an income to offset the losses 
from unprofitable accounts. It is not the conservative 
banker who shuts his eyes to service charges and attempts 
to make his loans and investments earn sufficient income to 
cover his expenses and profit. In fact, this type of banker 
is far from conservative. He places such a strain on his 
earning assets that liquidity and flexibility are of secondary 
importance and even impossible. Contrariwise, the con- 
servative banker is one who invests his deposit funds with 
due regard to their type, fluctuation and turnover. This 
income, together with an adequate service charge, will amply 
cover operating expenses, leaving sufficient profit for re- 
serves, dividends and surplus accumulation. 

Our yardstick for measuring bank operations must be 
profit, yes, but profit without sacrifice of the maximum 
safety and flexibility of depositors’ and stockholders’ funds. 

Since many of the large banks in the United States syn- 
chronize their assets and liabilities so that the greatest liqui- 
dity and flexibility is possible in direct relation to the require- 
ments of the depositors, while earning an adequate profit, 
what is needed most at this time is a “conversion of funds” 
plan designed to fit into an average sized commercial bank 
with the least amount of routine and effort. ‘This Plan to 
Provide for Liquidity and Flexibility of Funds and the Sta- 
bilization of Profits in Commercial Banking is introduced in 
the next article as an important step in this direction. 
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A Program for 






American Defense 


HE brilliant light of fast moving 

international events has focused its 

beam on America, bringing into 
bold relief weakness in our armor of 
preservation that cannot be but tempo- 
rarily solved by “emergency proclama- 
tions.” 

Whether we are for “America first”, 
“all aid short of war’’, “convoys at any 
cost”, “outright war”, or “peace at any 
price”, we cannot afford to allow inter- 
national crises to blind our eyes to our 
serious domestic situation. The weak- 
nesses in our armor, many of which are 
of our own toleration, can be summed 
up as follows: 


1. Absence of a definite plan to ob- 
tain revenue from taxes to pay for the 
rearmament program. 

2. The tolerated threat to our econ- 
omy through inflation already evidenced 
by price increases. 

3. The feinting attempts at organizing 
a system of price controls. 

4. The reluctant acknowledgment that 
the rearmament program is falling far 
short of anticipated progress, due to 
failures of O. P. M. organization. 

5. The clamoring of labor for in- 
creases in wages, resulting in strikes 
which are paralyzing certain vital de- 
fense industries. 

6. The fear of the ever-increasing na 
tional debt. 

7. The fear for our economy in the 
event of an Axis victory. 


These problems, which we will cover 
separately before suggesting a program 
for American defense, are problems 
which we should fairly face and reso- 
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By Marshall C. Corns 


lutely solve now if we are to preserve 
our democratic form of government and 
insure our standard of economic liveli- 
hood in the future. 


Taxation 


Recently, Secretary of the Treasury 
Morgenthau, announced that according 
to estimates, Government expenditures 
for the fiscal year 1942 (July 1, 1941- 
June 30, 1942), including lend-lease 
outlays, would amount to 19 billion 
dollars. Of this amount present taxes 
would yield a little more than 9 billion 
dollars. 

It was his suggestion to increase sur- 
taxes in the lower and middle income 
brackets, increase estate and gift taxes, 
advance corporation and excess profit 
rates, and reduce exemptions for mar- 
ried and single persons to raise 344 bil- 
lion dollars in new taxes, so that two- 
thirds of estimated Government expendi- 
tures would be recovered through 
taxation. 

Even if Congress passes legislation to 
provide these increased taxes there will 


The author is an economist 
and an authority on bank man- 
agement problems. He is a 
frequent contributor to THE 


BANKERS MAGAZINE and 
the author of ‘‘Better Bank 
Management’’ published by the 
Bankers Publishing Company. 











be a deficit of around 6 billion dollars, 
which can only be met by having the 
Treasury borrow these funds from the 
public and the banks through sales of 
defense bonds, stamps, and Treasury 
bills. This, of course, will increase the 
nation’s debt. On the other hand, de- 
fense spending will increase purchasing 
power and add to the threat of infla- 
tion. This threat at the present time can 
only be eliminated through the volun- 
tary purchase of Government bonds or 
by siphoning off the excess through in- 
creased taxes. 

In connection with a tax plan for 
the United States, Secretary of the 
Treasury Morgenthau, in his recent tes- 
timony before the House Ways and 


Means Committee, said the tax program 
should: 


1. Provide “a method of paying as 
we go for a reasonable portion of our 
expenditures.” 

2. Be “designed so that all sections 
of the people shall bear their fair share 
of the burden.” 

3. “Help to mobilize our resources for 
defense by reducing the amount of 
money that the public can spend for 
comparatively less important things.” 

4. Be “designed to prevent a general 
rise in prices by keeping the total vol- 
ume of monetary purchasing power 
from outrunning production.” 


In this country 90 per cent of married 
couvles who draw down 65 per cent of 
all family income earn less than $3,000 
per year, and 60 per cent of all single 
individuals who draw down 25 per cent 
of all single income earn less than 
$1.000 per year. 

The average family in the United 
States consists of father, mother, and 
two dependents. A $2,800 exemption 
is presently allowed for such families, 
while single individuals are allowed an 
exemption of $800. 

The taxing bodies of the United States 
Government, on the other hand, and for 
the time being at least. are opposed to 
extra taxes on income from those in the 
lower brackets. This means that the 
bulk of increased income growing out 
of armament spending will go untaxed, 
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leaving a far greater sum to be expended 
for consumer purchases than ever be- 
fore. Because of a growing rationing of 
materials and conversion of output from 
consumer to defense goods, this saving 
will either 


a. Further 
banks 


b. Compete with other money for the 
limited supply of consumer goods. 


idle funds in 


increase 


Corporate earnings, gifts, estates and 
income of those in higher income 
brackets, however, will be taxed to 
make up the difference seemingly in 
line with the redistribution of wealth 
policy, for which this administration is 
known. 

While the program as outlined by 
Secretary Morgenthau is sound, it seems 
to conflict with plans of Congressional 
leaders who are still thinking of taxes 
as a means to raise revenue and not as 
an effective weapon for curtailing con- 
sumption. 


Inflation and Price Control 


Of our domestic problems, the most 
pressing is the threat of an inflationary 
price rise caused by the vast outpouring 
of purchasing power due to defense 
spending, and the apparent inability 
of industry to produce both armament 
goods and consumer goods to satisfy 
demands of the public with money to 
spend. 

It has been thought that this problem 
could be solved by 


1. Positive price fixing orders in cer- 
tain commodities such as coal, steel, 
iron. 

2. Increasing taxes to siphon off part 
of increased purchasing power. 

3. Sales of defense savings bonds and 
stamps to draw off more of this im 
creased purchasing power. 

4. Developing a program for expand: 
ing industrial plants so as to increas® 
products of consumer goods. 


To attempt to solve these problems, 
the Government is reaching out for 
broad controls over industry. 

Leon Henderson, recently appointed 
price administrator, has already dé 
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rected the steel industry to freeze its 
prices and has suggested price ceilings 
on copper and brass. 

Edward Stettinius, priorities control- 
ler, has instructed the aluminum indus- 
try to curtail deliveries to industries 
not having armament orders. 

Donald Nelson, director of purchases, 
has warned that the new buying power 
of the Government will be used to in- 
influence industrial policies. 

It is evident that the plan is for all- 
out Government control of prices, in- 
dustry and production, with the idea in 
mind of: 


1. Giving labor a wage increase. 

2. Giving the farmers a higher price 
for their products, so that they will feel 
their efforts in the program are 
rewarded. 

3. Restraining industry from profi- 
teering on defense orders, thus prevent- 
ing price increases that would offset 
increased wages and benefits to the 
farmers from higher prices. 


Based on past experience, it is 
doubtful if this program will work. 
Even with comprehensive controls, 
prices in this country are following the 
same upward curve that occurred in the 
World War. The action of Congress 
in the early part of May, increasing the 
loan basis of commodity loans granted 
under the Agricultural Adjustment Act 
of 1938 from 75 to 85 per cent of 
parity prices (purchasing power in 
terms of average prices of certain re- 
spective commodities from 1909-1914), 
has already been felt in the rise in re- 
tail food prices. 

The status of being a non-belligerent 
ally makes overwhelming demands upon 
a nation’s economy and production 
capacity, even if it does not require the 
furnishing of men. 

In the World War, in order to bring 
order out of chaos and eliminate the 
bottlenecks in production, the War In- 
dustries Board was set up for the pur- 
pose of handling all Government pur- 
chases. The main cog in this machine 
was the Priorities Division, which was 
composed of numerous committees, each 
of which administered a certain related 


THE BANKERS MAGAZINE for October, 1941 





Willy 
mn 






Yi 


46,800 
NEW PAY CHECKS 
TO SPEND 


Since 1939, A New City Of 150,000 
Has Sprung Up In Greater Cleveland 


Today there are some 46,800* more 
workers on greater Cleveland pay 
rolls than in April, 1939. With the 
national average of 3.2 persons to a 
family, this means 150,000 more 
people with needs to satisfy, with 
money to spend. 

This new market, for every type 
of goods and service, added to the 
normal needs of the community, 
makes Cleveland increasingly im- 
portant as a commercial and finan- 
cial center. 

A correspondent relationship with 
Central National Bank insures the 
prompt handling of collections and 
transit items to keep pace with the 
faster tempo of business in Cleve- 
land and the Great Lakes region. 


*U.S. Bureau of Labor Statistics 





group of commodities or important in- 
dustrial products. By codrdination of 
activities, it was possible to determine 
the precedence of production, and de- 
livery of the product on time without 
running into transportation, material 
source, or production bottlenecks. 

As the priorities system is a means 
of short-circuiting and adjusting the 
laws of supply and demand, it cannot 
function unless it has the power of price 
controls. The success of the Priorities 
Board during the last war was attri- 
buted to the fact that it was operated 
under civilian and not political leader- 
ship and functioned under powers fully 
delegated to it by the President. 

Today we are faced with an increased 
volume of production which may reach 
90 billion dollars, of which 10 or 20 
billion dollars may represent armament. 
The result of this division of products 
means that while the purchasing power 
of the country is 90 billion, there will 
only be available 70 or 80 billion of 
consumer goods for purchasing. This 
excess purchasing power, unless con- 
trolled, will create a demand for avail- 
able consumer goods, thus raising 
prices, which would be an unfortunate 
circumstance for the country. 

To prevent this from happening, this 
increased purchasing power must be 
siphoned off from consumer channels at 
the present time either by increased 
taxes or by persuading consumers to 
invest in government bonds. 


Rearmament Program Behind 
Schedule 


In this emergency our rearmament 
program, it is charged, is falling far 


short of anticipated progress. This is 
occurring, it seems, because of a conflict 
between economic reasoning and _politi- 
cal expediency. 

True, the board is set up, but the 
President has failed to delegate to it 
the necessary authority for competent 
operation. This is due apparently to a 
conflict of ideas and purposes as exem- 
plified between business philosophy and 
‘ New Deal philosophy. Influenced as the 
President is by New Dealers, it seems 
he is reluctant to turn over both reins 
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to business, lest the progress and accom- 
plishments under the New Deal be de- 
stroyed. This is no time, however, for 
quibbling over who is to have the power 
as long as one and only one is recog- 
nized as being in top command. 

The success of our defense program, 
as presently set up, depends on 100 per 
cent codperation between policy (Presi- 
dent) and administration (OPM) and 
operations (Army-Navy Boards) and 
coérdination between Army and Navy 
experts on determining what items are 
essential to defense, in what quantity, 
and for what delivery date. 

In the management of the present 
OPM we have a smattering of efficiency 
and a hodge-podge of indecision. In 
brief, we are trying to adequately build 
up a defense for every emergency and 
at the same time trying not to upset our 
domestic economy too much. 


Demand of Labor 


In connection with the attitude of 
labor for increases in wages. It is a 
primary principle of Christian ethics 
that the laboring man is entitled to a 
just wage. What, however, constitutes 
a just wage? Is it so much an hour— 
day—week, or month or year? Is it a 
wage based on living standards of a 
fixed group? Is it a percentage of 
profits of the employer? Or is it a 
wage that allows the recipient to live in 
a comfortable house, have three square 
meals a day, enjoy the luxuries of life 
and raise his children free from want? 
Irrespective of what is considered as 
being a just wage, does Christian ethies 
on the other hand countenance obtain- 
ing adjustments by collusion and coer- 
cion? By unlawful strikes? By picket- 
ing and preventing from working those 
whose sole purpose is to work in peace 
with their fellow men and employers? 
Emphatically NO! 

Today we are experiencing a crisis of 
great importance. Unity is essential if 
we are to survive. In the early part of 
May, work in thirty companies produc 
ing defense orders and employing overt 
434,000 men stopped through strikes, 
some of which were jurisdictional be 
tween two unions. In the early part of 
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June, in order to resume the manufac- 
ture of very essential airplanes in a 
strike-bound plant, the President, by 
executive order, was forced to take ovet 
the plant in the name of the United 
States Government. 

The right to organize carries with it 
the responsibility of fair play. Taking 
advantage of this crisis, ‘to strike, with- 
out giving negotiations a fair trial, is 
most un-American and inimical to the 
best interests of democracy. Labor, be- 
fore striking, should realize that their 
new era is on trial before the American 
people who, just coming out of a long 
period of depression, and faced with 
taxes higher than ever before, are in 
no mood to tolerate for long the wails 
of labor trying to obtain fifty cents to 
a dollar a day increases, raising their 
monthly salaries far out of line with 
the hundreds of thousands of stalwart 
men and boys who left their jobs to 
serve their country at $21.00 per month. 


Ever-Increasing National Debt 


We are all fearful of the exorbitant 
tax burden as the result of our ever- 
increasing national debt. In addition, 
many are fearful that the idle money in 
the banks may start an expansion pro- 
gram which will only end in wild infla- 
tion and repudiation of debt. While 
taxes are possibilities, they cannot be 
probabilities as long as the policies of 
the commercial banks remain conserva- 
tive and the Federal Reserve Board 
maintains a basis of control through 
power to fix reserve requirements. The 
problem of debt unless faced and pro- 
vided for now will be our greatest prob- 
lem once the world turns from war and 
nations endeavor to support those em- 
ployables, who will be unemployed 
while nations are changing over from a 
wartime to a peacetime economy. 


Fear for Our Economy in the Event 
of An Axis Victory 


There has been a lot of theory and 
sound reasoning advanced on the result 
to American economics of an Axis vic- 
tory. While we may disagree with some 
of the conclusions, we must recognize 









this fact. If the Nazis are victorious 
and their pan-German federation works 
as anticipated (and there are no good 
economic reasons why it will not work), 
the United States, with its high stand- 
ard of living and high wages, will be 
in competition for foreign markets with 
a Federation in possession of slave 
labor and with production facilities 
equal to and in some cases in excess of 
ours. That we could hope to reduce our 
living standards by as much as 50 per 
cent and not invite political and 
economic chaos is beyond the fondest 
hopes of any man. 


What Should Our Program Be? 


What then should be the program for 
the United States if these seven prob- 
lems are to be solved and these fears 
disappear? 

Our program if these problems are to 
be solved should provide for: 


1. Freezing all prices. This would 
mean that as of a certain determinable 
day a ceiling over which they could not 
rise but below which they would be free 
to fall would be established on all com- 
modity prices, wages and rents. These 
figures would logically be the prices 
prevailing as of that day, and wages and 
rents as of the first of the same month. 


2. Freezing all corporate income 
taxes on basis of 1940 levels allowing 
earnings to be passed on to investors. 

3. Freezing all other forms of Gov- 
ernment, municipal and state tax rates, 
including personal property, real estate, 
state sales and state income taxes for 
the duration of emergency at 1940 
levels. 

4. Instituting a plan for compulsory 
purchase of government securities for 
all wages earners. 

5. Simplify the methods used in com- 
puting personal income taxes. 

6. Modify the provisions concerning 
dependents and deductions allowable by 
law. 

7. Arrange the personal income tax 
basis so that purchasing power will be 
controlled, and individuals rather than 
corporations will pay the bulk of taxes 
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on increased earnings brought about by 
the defense program. 

8. Appointing ONE individual as ex- 
ecutive head of OPM, with full author- 
ity to determine, with one representative 
of. Army-Navy, what defense items are 
needed, the quantity, and for what de- 
livery date, with authority to com- 
mandeer supplies and transportation to 
see that orders are executed. 


By freezing all wages, prices and 
rents and corporation taxes and all 
types of state and municipal taxes— 


The American people would be able 
to plan their individual economic lives 
and adjust their living so as to provide 
for taxes and the purchase of govern- 
ment bonds. This would assist in 
stabilizing purchasing power. 

National, state and municipal gov- 
ernments, with definite knowledge of 
revenues, would be able to efficiently 
plan’ their budgets, thus enabling them 
to effect economies. 

Manufacturers, released from the 
fears of increased taxes, higher costs 
of production, raw materials and labor, 
could stabilize their costs and effect 
economies. 

Management, released of the prob- 
lems incident to strikes for higher wages 
and production in the face of fluctuating 
prices, would be free to devote more 
time to research and improvements in 
production methods, which would re- 
lease ability and brain power which 
could be devoted to the problems of 
America’s defense. 

The foundation would be laid for the 
continued economic self-preservation of 
the United States in the event of an 
Allied victory, and.give us the basis for 
an economic offensive weapon should 
the Axis powers win. (Same principles 
of priorities for defense needs could be 
utilized for consumer needs, and by 
Government control of over all prices 
we could compete economically with 
any other nation or group of nations 
without appreciably limiting our stand- 
ard of living.) 

The freezing of the corporate income 
tax basis, the simplifying of the per- 
sonal income tax basis and the lowering 
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of the exemptions will not only provide 


greater revenue, reduce collection costs, - 


plug up many holes of exemption, but 
will in connection with national income, 
national debt, or both, provide a sim- 
plified yardstick to be used in leveling 
future taxes. 


For the year 1938 the United States 
Government collected approximately 
$2,180,000,000 in income taxes. Of 
this amount, approximately $1,030,000,- 
000 was collected from personal income 
tax sources and $1,150,000,000 from 
corporate sources. Other taxes amounted 
to approximately 614 billion dollars. 

The collection of these personal taxes 
came from groups whose income level 
for 1935-1936 (latest report published) 
as shown in Chart A on the following 
page. 

An income tax plan to be equitable 
should, in part, apply. to all citizens 
who benefit from expenditures of the 
taxing body and at the same time fall 
heaviest on those who are most able to 
bear it. 

Our present income tax plan, exempts 
many in the lower brackets who are able 
to pay taxes; fails to recognize in the 
middle classes certain exemptions that 
would benefit the country as a whole, 
and falls heaviest on the upper classes 
to the extent that available risk capital 
is insufficient to insure progress. 


The problem, of course, is to produce 
taxes to support the armament program 
and find some way of siphoning off 
surplus purchasing power to prevent 
inflation of prices. 

To accomplish these purposes, it is 
suggested that a tax plan incorporating 
the following principles be adopted: 


(In presenting this plan ard making 
these suggestions I realize that there are 
points of conflict with those of greater 
knowledge on tax matters. Those who 
feel free to criticize are welcome to do 
so. No one better than myself recog- 
nizes the limitations of a novice in 4 
field covered by those whose years of 
experience and study qualify them to 
be experts.) 


1. Straight tax of 1 per cent on all 


gross income (except profit or losses om 
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CHART A 
Total’ Number 
Each Group 


Per Cent at 


Each Level Aggregate 


Income Level 

(in dollars) 

Under 500 
500— 


40,000— 

50,000— 100,000 
100,000— 250,000 
250,000— 500,000 
500,000—1,000,000 .. 
1,000,000—and over 


39,456,168 


In Round Numbers 


Income 


$2,052,000,000 
3,616,000,000 
5,130,000,000 
5,589,000,000 
5,109,000,000 
8,875,000,000 
6,571,000,000 
4,005,000,000 
4,599,000,000 
2,04-4,000,000 
2,24-4,000,000 
1,848,000,000 
1,747,000,000 
1,175,000,000 
1,609,000,000 
641,000,000 
390,000,000 
908,000,000 
539,000,000 
264,500,000 
134,800,000 
157,200,000 


100% $59,247,500,000 


*Source of consolidated figures: National Resources Committee Report of August, 


1939 “Consumer Incomes in United States.” 


purchase and sale of securities and real 
estate. ) 

Gross income is all income received 
from commissions, salaries, wages, divi- 
dends, interest, royalties and income re- 
maining from rents received after de- 
ducting taxes, interest on mortgages, 
3 per cent of cost for depreciation and 
10 per cent of income for maintenance. 

2. Surtax on all net incomes, as fol- 
lows: 


Married 
Per 
Cent 
1,000 of net 1} 
1,000 of net 2 
1,000 of net 6 
1,000 of net 10 
1,000 of net 15 
5,000 of net 20 
5,000 of net 30 
5,000 of net 
5,000 of net 
25,000 of net 
25,000 of net 
25,000 of net 
100,000 of net 
100,000 of net 
100,000 of net 
100,000 of net 
500,000 of net 
Remaining 


2nd 
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Net income is gross income less al- 
lowances for dependents, and other de- 
ductions allowed under paragraph 4. 

3. Income allowances for purpose of 
computing surtax: 

Single person 

Married .and living with wife 

Each child under 5 years 

Each child living at home, attending 
grade school 

Each child living at home, attending 
high school 

Each child living at home, attending 
college : 

Other dependents 


4. Other deductions to be allowed: 

Interest paid. 

Personal property tax. 

State income tax (if levied). 

Donation to church, charity, a flat 2 
per cent of total income. 

5. 10 per cent tax on profit from pur- 
chase and sale of securities. Tax on 
profits only if held for over one year. 
Tax on net profits of all security transac- 
tions executed within one year. 

6. 20 per cent tax on profit from pur- 
chase and sale of real estate. 

A family group in the United States 
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is considered to consist of two princi- 
pals and about two and one-quarter de- 
pendents. For the purpose of illustrat- 
ing how this plan would work, without 
considering items 5 and 6, which are 
profit and not income taxes, we will use 
as an example a family of two princi- 
pals and two dependents, and consider 
an allowance of $400 for each depend- 
ent. 

Under this plan, as you can see, all 
single individuals having any source of 
income in excess of $300 per year; 
childless married couples having an in- 
come in excess of $800 per year; mar- 
ried couples with one child under 5 and 
having an income in excess of $1,000 
per year would pay taxes. 

Examples of the application of this 
plan to the above cases are shown in 


Chart B. 


Using the basic income figures from 
Chart A, let us endeavor to estimate the 
gross amount of income tax revenue 
which would be raised under this plan. 
We will consider all families to consist 
of two principals and two dependents, 
and allow 2 per cent of total income for 
donations to church, charity, and in- 
terest. See Chart C on next page. 

From this analysis (and remember 
this estimate is based on 1935-36 figures 
when national income was approxi- 
mately 60 billion against the present 
estimated income of 90 billion) 3.9 bil- 
lion would be raised through income 
taxes (total column D), which, plus the 
corporation tax, would result in total 
estimated income taxes of 5.1 billion. 
By adding other sources of revenue of 
6% billion, we find the total income 
would be 11.5 billion against estimated 
outgo of 19 billion, or a deficit of 714 
billion to be made up by increases in 
Government debt through securities sold 
to the public, banks, and insurance 
companies. If, however, income ap- 
proaches the 90 billion 1941 estimates, 
it is practical to presume that personal 
income taxes and corporation income 
taxes will increase by one-third, or with 
other sources of income to 15 billion 
dollars, or approximately 75 per cent 
of estimated outgo. 

On the other hand, this plan will only 
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siphon off a little more than one-third 
of the excess of income over available 
consumer goods estimated to be 10 bil- 
lion dollars. 

Let us, however, look ahead, if you 
concur that it is proper at this time to 
do so, and try to determine what will 
happen after this emergency is over. 
Based on experience after the first 
World War, we know that our economy 
will be completely twisted out of line 
while changing industry over from a 
war-time to a peace-time basis. Pur- 
chasing power will be down, much un- 
employment will exist, and shortages of 
finished consumer goods will be evident. 
Serious crises were averted after the 
World War due to the development of 
time or instalment purchases and the 
changing over of industry from short 
term financing to long term financing. 

During the depression, the Federal 
Government found it expedient to resort 
to pump priming and the institution of 
Federal work relief projects, which fur- 
nished existence for millions of those 
unemployed. The same thing will have 
to be resorted to again unless provisions 
are made now to take care of them 
while they find work. 

Let me suggest, therefore, that we an- 
ticipate the problem by instituting a 
system of compulsory savings (invest- 
ment in low yield long term Government 
Bonds), to not only siphon off excess 
purchasing power but to provide a 
cushion for those who will be tempo- 
rarily unemployed while we are chang- 
ing our economy over from a war-time 
to a peace-time basis, and thus provide 
purchasing power which will be effec- 
tive in consumer goods industries. 

In Column E of Chart C the sug- 
gested approximate amount each indi- 
vidual, by income class, would be com- 
pelled to invest each year in Govern- 
ment securities has been set up, and in 
Column F the total by classes. The re- 
sult of this computation discloses that 
5.2 billion dollars (total Column F) 
would be raised annually by this method 
which would leave, considering tax 
revenue, a little over 2 billion dollars 
to be raised through sale of bonds to 
banks and insurance companies to pro- 
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vide funds for estimated expenditures. 
If we recognize once more that these 
figures are based on 1935-36 income of 
59 billions and consider them in the 
light of 1941-42 income estimated at 90 
billion dollars, the figures would be in- 
creased by one-third. Therefore, if we 
consider that total revenue, based on 
1935-36 figures, and compulsory invest- 
ments would be increased by one-third, 
the Government would have income in 
excess of 20 billion dollars, thus elimi- 
nating the need of dependency on banks 
and insurance companies for investment 
funds. 

The estimated personal income taxes 
and forced investments would amount to 
approximately 10.8 billion dollars, an 
amount sufficient to absorb the differ- 
ence between estimated national income 
and volume of goods available for con- 
sumer purchasing, thus affording a 
check to possible inflationary tendencies. 

This plan in the present form con- 
templates flexibility in time of prosper- 
ity, crisis or emergency. During a 
period of prosperity those in the higher 
income brackets (those having incomes 
of $10,000 a year and over, or approxi- 
mately 1 per cent of all persons receiv- 
ing salary or wages) would be taxed 
heaviest (70 per cent of tax), while 
those in the lower middle income groups 
(those having incomes of $1,500 to 
$5,000 a year, or approximately 40 per 
cent of all persons receiving salary or 
wages) would make the heaviest invest- 
ments (63 per cent of total). Then, 
when we faced a depression, those in 
the lower group would have investments 
to fall back on, while those in the upper 
brackets would have their taxes reduced 
to allow funds to be invested again in 
productive enterprises and supply “risk 
capital” by which progress is developed. 

The matter of an ever-increasing na- 
tional debt is, of course, important, but 
the problem of debt at a time like this 
is far over-shadowed by the need for 
funds to build up our defense. The 
money must be raised, either by a con- 
fiscatory tax program, capital levy, or 
by going to the banks, insurance com- 
panies and public for funds. 

This plan appears sound in that it 
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provides funds for the transition period 
following the emergency. Even if the 
Federal debt reached 200 billion dol- 
lars, if excess purchasing power is con- 
trolled it is reasonable to assume it 
could be handled through present in- 
come. Interest charges of 1 per cent 
per year and retirement of 3 billion 
of bonds annually would only absorb 
5 billion of our tax revenue, leaving 3 
or 4 billion to cover expense of Federal 
Government operations. With peace-time 
economies effective, this should be more 
than sufficient. 

Today we are face to face with a 
crisis of such magnitude that it can, if 
not solved, destroy our way of life. Un- 
provided for, and unscheduled debt, 
once out of control, can lead to infla- 
tion, confiscation of wealth, a reduction 
in our standard of living, even dictator- 
ships and social revolutions. Plans for 
prevention and for preserving our way 
of life are workable only if they are 
executed in time. It does little good to 
call the doctor when the patient is dy- 
ing. 

The cost of preserving our democracy 
and independence under this plan is 
high. Many sacrifices will have to be 
made. We will have to exercise the 
utmost confidence in our Government 
officials to see that this program, which 
will take away from us, for a time, some 
of our inalienable rights, is carried out 
with justice and not made a source of 
revenue for political boondoogling. 

This or a similar revenue producing 
plan is the answer to our problem which 
may insure our self-preservation. 

Are we willing to pay the price? 


© 
BRAZIL SHOWS AXIS THE EXIT 


BraziL recently granted such extensive 
operating rights to her own airline, 
Panair do Brazil, that German airlines 
in that country may soon be relegated 
to “insignificance,” according to C. V. 
Whitney, board chairman of Pan Ameri- 
can Airways. The Brazilian system is 


being equipped, and personnel being 
trained, by U. S. factories and experts, 
he: said. 


IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


REPARATIONS for a “shooting 

war” drag in the National Capital. 

Perhaps there should be some war 
fervor, or mental intensity? Perhaps 
the slogans should “catch on” and begin 
to mean something more than words? 
If only one-tenth of the dire warnings 
of lowered standards of living, of con- 
fiscatory taxes and lack of luxuries and 
essentials, were taken to heart by those 
living beneath the eaves of the Capitol 
and the White House, there would be en- 
gendered a revolution. The revolution 
would not be of the blood-letting type, 
but rather mental and spiritual. It 
would be a revolution from the assump- 
tion that this is a preparation for de- 
fense to a realization that a terrible 
conflict lies just ahead. 

The truth of the situation here is that 
the European war still seems remote, for 
the changes from supplying materials 
for war, to seeing that they get there, 
have been gradual—largely discounted 
in advance. Even the press releases from 
chiefs of the Office of Production Man- 
agement, strong as they are, seem lack- 
ing in that note of sincerity which is 
necessary to awaken the nation. 

However, it appears certain that 
eventually financial pressures will do 
what oratory and statements are unable 
to do. The tax bill has been passed 
calling for the collection of three and 
one-half billion dollars. Hundreds of 
thousands of individuals are going to 
know the rigors of having to pay taxes 
which they never before worried about. 
The cost of food products, of supplies, 
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is going up. Evidences of inflation 
are at hand. The demand increases for — 
the public to purchase more and more 
Defense Bonds. But all this is barely 
the beginning. Already another tax bill 
is promised; more appropriations of 
billions of dollars for defense and aid 
to those fighting Hitler are to be voted. 
Factories producing consumer goods are 
being turned to the production of war 
materials and those unable to so pro- 
duce are closing. The tempo quickens. 
Momentum gathers whether the National 
Capital or the country at large appre- 
ciates it or not. 


Price Control 


As this is written, Congressional com- 
mittees continue to study a drastic price 
control bill to be administered by Leon 
Henderson, pugnacious, hard-boiled, 
self-taught economist with New Dealer 
convictions. The SPAB has been formed. 
This is the super board—the Supplies 
Priorities and Allotment Board which 
is divided between industrialists and eco- 
nomic reformers, with the balance of 
power on the side of the latter. 

The much promoted Defense Contract 
Service, operating through the Federal 
Reserve banks and_in conjunction with 
the Office of Production Management, 
is reorganized under Floyd B. Odlum, 
who is charged with the Herculean task 
of spreading war contracts to little busi- 
ness interests confronted with the neces- 
sity of laying off their employes due to 
lack of supplies. 
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Much has been written about the trials 
and troubles of little business. The 
little bankers throughout the nation have 
reflected an interest and sympathy for 
their business associates who operate in 
small shops and offices but perhaps un- 
like the smaller industrialists, know that 
it is difficult indeed for the “little fel- 
lows” to gear themselves to compete 
with the huge shops of big industry with 
its trained personnel. 

Basically, there are two distinct view- 
points in spreading defense work to the 
small business establishment which now 
seems more doomed than it was under 
the dark days of the depression. In the 
midst of plenty of credit flowing from 


‘a flood of orders, it is powerless to op- 


erate because the precious supplies are 
needed for defense. 

Robert L. Mehornay, who as an OPM 
official, has sought to see sub-contracts 
placed with little business interests, 
through the good offices and aid of the 
Federal Reserve banks, expressed the 
situation when he said: 

“There is the military viewpoint with 
which I am in entire sympathy. That 
is the viewpoint that the military must 
come first, regardless of the effect on 
any other of our civilian activities, our 
civilian lives. Naturally, that flows di- 
rectly to the large, the well-known, the 
experienced manufacturers.” He added 
that these large manufacturers were bet- 
ter equipped and could produce more 
quickly and at lower cost. On the other 
hand, he added, “there is the purely 
social viewpoint which has for its base 
that orders should be placed like pawns 
where they will do the most good to the 
industrial life regardless of whether or 
not they are the best for defense produc- 
tion.” 

Whether, even the New Dealers on 
the SPAB can save the little business 
interests, caught in the maw of war, is 
now doubtful. Apparently, no more can 
the “little fellow” ve protected than can 
the individual citizen, who was once 
dubbed “the forgotten man,” be given 
the means to supply himself and his 
family with those essentials once said 
to be his by right. With money in his 
pocket, he is unable to purchase, even 
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on the instalment plan, the devices long 
dangled before him in advertisements. 


Credit Control 


In the matter of control over credit, 
the Federal Reserve Board is now 
wrestling with the ten thousand ques- 
tions arising from its issuance of Regu- 
lation W having to do with instalment 
buying and selling. Having issued the 
order under emergency powers, it is 
confronted with the necessity of vir- 
tually amending it with rulings and in- 
terpretations. The Reserve banks are 
sending out documents explaining mean- 
ings. In some cases, more than forty 
interpretations of the original Regula- 
tion have been issued. At the same 
time, the Defense Housing Corporation 
has issued a statement declaring that 
the Regulation does not apply to de- 
fense homes, or even the furnishing of 
these homes. 

The all-inclusiveness of the Regulation 
has brought rumblings from labor 
groups and complaints from consumer 
interests, who declare that they were 
not consulted in advance. Some bankers 
are questioning the advantage, which 
they foresee for the personal loan—the 
finance companies—in this complex 
field. Bank participation in the instal- 
ment loan business has grown rapidly 
of late. The Comptroller of the Cur- 
rency reports that 89 per cent of all 
national banks have been active in this 
field. 

Form TFR-300 


More closely approaching the techni- 
cal side of banking is the Treasury’s 
request to all banks of the nation to 
supply information required under a 
form known as TFR-300. This request 
is operative under the emergency powers 
of the President. The form is long and 
complex. It has to do with the bank 
accounts and securities of all alien- 
nationals with which banks have deal- 
ings. In some sections of the nation 
banks will be sorely pressed to supply 
all the information required by the 
Treasury. 

One phase of the request concerns the 
contents of safe deposit boxes.: Alien- 
nationals are asked to tell the Treasury, 
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and banks are required to tell all that 
they know about the leasing of these 
boxes to non-Americans and also their 
contents, if possible. 

Related to this subject, and holding 
popular interest, is the long circulated 
rumor, that many safe deposit boxes are 
crammed with currency. The Federal 
Reserve Board estimated rather recently, 
that there was statistical evidence that 
large numbers of high denomination 
bills have gone into hoards. Other offi- 
cial hints are that the nationals of Euro- 
pean countries have been converting 
their wealth into currency which is be- 
ing placed in safe deposit boxes. Fear 
of dictator reprisals have presumably 
played a part in this hoarding, if the 
assumption that large scale hiding of 
currency by aliens is going on. In any 
event, the report of the Treasury De- 
partment on the circulation of money, 
shows a steady monthly increase. It is 
now close to $10,000,000,000 in amount. 
The per capita division being $75, which 
is a record high for the nation. 

Perhaps the tabulation of the reports 
which banks are now filling out on form 
TFR-300 will reveal if the major por- 
tion of this hoarding is carried on by 
citizens of this country or of foreign 
lands. 


Pending Bills 


As for pending banking bills, at this 
writing, activity is slight but possibly 


imminent. 
interested in seeing passed a bill to re 


duce FDIC assessments. There is some — 
evidence that action may be forthcom- ~ 


ing. Meanwhile the Federal Deposit 
Insurance Corporation has asked all in- 
sured banks as to the amount of de- 
posits now insured. The banks are re- 
minded that deposits have grown con- 
siderably since the first request for such 
information three years ago. 

Also, the banks are required to tell 
what part of their deposits would be 
covered should the insurance limits be 
raised to $10,000 or to $25,000. This 
request under the name of Leo T. Crow- 
ley, chairman, has suggested to ob- 
servers that Congress may be asked to 
change the insurance limits on the basis 
of stronger and safer banks. 

Should FDIC assessments be lowered, 
a request may be couplied with the en- 
abling measure, allowing national bank 
examination assessments to be halved. 
There is evidence of a trend away from 
national bank charters. One of the rea- 
sons given, other than some dislike for 
Treasury domination over the Office of 
Comptroller of the Currency, is the high 
cost of two bank examinations a year. 
The proposal is now suggested that in 
order to place national banks on a par 
with state banks, the Comptroller make 
one examination without cost, or share 


the cost with the FDIC. 


Washington Notes 


Washington Banktrends and Backgrounds Weekly Review, Washington, D. C. 


NDER the title “Banking Facilities 
for Bankless Towns” a 75-page 
booklet, the sixth of a series, has 

been issued by the American Economists 
Council under the editorial guidance of 
Dr. John M. Chapman, Columbia Uni- 
versity professor and economic adviser 
to the Bank of America NTSA. It is 
the best yet produced on that side of 
the long-time argument between branch 
banking and unit banking. The subject 
lends itself to popular presentation. Its 
. basic theory of service for more people 
has an appeal to those unfamiliar with 
the long history of the conflict. In addi- 
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tion, there is an appeal to banking 
thought in pointing out how other agen- 
cies are entering the bankers’ domain. 
The co-author is Shirley Donald South- 
worth, professor of economics at the 
College of William and Mary. Assist- 
ance in production is acknowledged to 
George W. Blattner, formerly with the 


Division of Statistics of the Reserve 


Board; Dr. James D. Paris of the Metro- 
politan Life Insurance Company, and 
“special thanks” to Howard Whipple, 
vice-president of Bank of America 
NTSA. An accompanying letter says 
that the demand for publications which 





Organized banking is again . 
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favor branch banking have “steadily in- 
creased since the first booklet appeared 
in the summer of 1939.” 


Recognition of Opposition. The book- 
let is more direct in its approach to 
the contest between the two systems of 
banking. It several times admits the 
status of the opposition to the extension 
of branch banking. It indicates that 
several states where opposition is strong 
have weakened, due to the need of 
supplying banking facilities for com- 
munities having no banks and unable 
to supply one. The political aspects are 
also recognized in several phrases indi- 
cating the basic fear of large branch 
banking systems. It is admitted that 
small banks have been fairly successful 
in operating branches, but holds that 
this trend is unsound economically. 


Renewal of Legislative Drive? The 
publication proposes amendments to 
present law in order to allow for the 
establishment of limited power branch 
banking offices in those states where 
such offices are not now permitted. Also 
the definition of a branch bank is men- 
tioned as needing to be eliminated in 
such states as Minnesota, Missouri, 
Kansas, Colorado. “Bankers have 
strongly opposed branch banking” in 
these states, hence “branch offices” 
should be allowed. The high capitaliza- 
tion required for national banks operat- 
ing branches is criticized, as tending 
to place branch bank operations under 
smaller institutions. It is declared that 
“as long as the fallacious notion is 
maintained that there is some especial 
virtue in restricting banking within nar- 
row geographical limits, moves made in 
the direction of higher capitalization 
for federally authorized institutions will 
do more harm than good.” The book- 
let advocates state-wide branches “and 
preferably” within a Federal Reserve 
district. The thesis for the argument 


is summed up: “It seems perfectly fair 
and logical, therefore, to permit the es- 
tablishment of branches where they can 
serve the community despite the fact 
that a considerable number of unit 
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bankers may be opposed to branch 
banking. . . . We recommend that the 
bankers of the nation set up a commit- 
tee to study the necessary adjustments 
of banking to meet modern conditions 
so that the nation may have a satisfac- 
tory banking system without having it 
foisted on the bankers by ill-advised 
political action under the impact of fur- 
ther emergencies such as that of 1933.” 


Reserve Board on Branch Banking. 
The recently issued volume, “Banking 
Studies,” contains a valuable chapter 
on branch, chain and group banking by 
C. E. Cagle, Assistant Chief of Examina- 
tions. In the summary to a factual 
presentation, it is admitted that large 
minimum capital requirements and pro- 
hibitions against extension of branch 
systems, which limit them to small 
areas, and prevent them from going 
over state lines, have tended to discour- 
age branch banking. However, it is 
stated that “branch banking, the most 
prevalent type of multiple office bank- 
ing, is continuing to grow, but since 
1937 at a decreasing rate.” 


© 


TWO INTERESTING PUBLICATIONS 


Two publications have been issued 
here of wide interest to students of 
banking. One is the bibliography of 
the Murray Senate Committee on small 
business, listing current literature, as 
well as books, which treat on little busi- 
ness credit and other problems. It was 
prepared with the aid of the Library 
of Congress. The sections having to 
do with credit may one day have special 
value, should legislation again be 
pressed on this subject. 

The other publication is “Banking 
Studies,” by the Federal Reserve Board’s 
staff. This bound volume contains a 
wealth of information, well presented 
and unusually interesting. Staff writers 
have treated a host of subjects with a 
fresh approach that is direct and with- 
out too many technicalities for general 
reading by all interested in banking. 






Investment 


q e 
and Finanee 
Epirep By OSCAR LASDON 


**Foreed Savings ”’ 


INANCIAL requirements of the de- 

fense program, disappointing public 

purchase of Defense Savings obliga- 
tions and the necessity of curbing public 
purchasing power to retard inflationary 
tendencies, may require the imposition 
of a system of “forced savings” on the 
people of this country. 

Secretary of the Treasury Morgen- 
thau has come out in favor of a “separa- 
tion wage” as a means of setting aside 
a portion of the national income during 
the armament boom period. Under this 
plan, both employers and employes will 
contribute until a total of two months 
wages has been collected; these funds 
would become available to the employes 
upon the subsidence of the boom. The 
arrangement would thus be somewhat 
similar to severance pay and dismissal 
compensation plans adopted by private 
industry. If such a measure is approved 
and passed by Congress, it will be the 
first compulsory nation-wide program 
of its kind. 

This “separation wage” plan is 
recommended as an extraordinarily ef- 
fective anti-inflation device. Immediate 
purchasing power would necessarily be 
curtailed, and consumer buying compe- 
tition with the Government would be 
drastically reduced. As has already 
been observed, these savings would fur- 
nish the Federal Government with funds 
to finance war preparations. Finally, 
the plan would operate to ease the im- 
pact of post-emergency unemployment. 

A system of forced savings has been 
advocated in many quarters during the 
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past year. Its proponenis claim that it 
will prove extremely beneficial in a 
number of ways. For example, upon 
the resumption of production of con- 
sumer goods on a full time basis—when 
the necessity of turning out huge quan- 
tities of war equipment has passed— 
funds will be available to purchase all 
of the consumer goods items which are 
now becoming increasingly _ scarce. 
There would also be a considerable 
contribution to labor mobility. Em- 
ployes would have sufficient funds to 
seek other centers of employment after 
sectional defense work has been com- 
pleted. The beneficial moral effect of a 
savings refund rather than a work dole 
is also stressed. 

The “deferred savings” idea was first 
propounded by the British economist 
John Maynard Keynes and it was only . 
after the war had proceeded for over 
a year that the British Government 
adopted it as means of war finance, even 
though only in a moderate degree. In- 
asmuch as Americans seem to have a 
weakness for continuous experimenta- 
tion, we may move at a faster pace. 

Either the Treasury Department or 
the Social Security Commission could 
effectively carry out the details of the 
“forced savings” plan. The accumula- 
tion of funds and their investment in 
U. S. Government obligations would be 
handled in much the same manner that 
social security contributions are treated. 

In connection with the disappointing 
rate of the sale of Defense Savings 
bonds in recent months, it is at least 
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heartening to see the enthusiastic re- 
ception afforded the new tax anticipation 
notes. Over a billion dollars of these 
notes were sold during the first month 
of offering. It is hoped that the re- 
sponse will continue in this encourag- 
ing manner. 


—_— 


INFLATION FIGHT 


The fight to control the rising price 
structure goes on. Secretary Morgen- 
thau has advocated a release from stor- 
age of agricultural products impounded 
under Government loan programs. Farm 
prices have experienced a hectic rise 
during the past year. Cotton, for ex- 
ample, has risen from nine to over 
seventeen cents a pound. The Secre- 
tary, one of the more conservative ele- 
ments in the Washington picture, has 
also warned individual groups against 
seeking to exploit the defense program. 

In addition to the release of surpluses 
for the purpose of preventing further 
price rises, Mr. Morgenthau listed six 
other preventive courses of actions. 


1. A “forced savings” plan (already 
discussed in the preceding item) to as- 
sure a regular wage for a stated period 
in the event of an individual’s loss of 
employment. 

2. Further bank credit controls as 
well as a control over capital expendi- 
tures. Bank credit controls would prob- 
ably be designed to cut down member 
bank excess reserves. 

3. A’ program “to tax ourselves much 
more heavily.” 

4. A reduction in Federal non-defense 
expenditures. 

5. Increased purchases of Defense 
bonds ‘and stamps, particularly by 
salaried workers. 

6. Widening of the social security 
program “to increase the flow of funds 
to the Treasury from current income 
during the emergency and increase the 
outflow of funds when needed in the 
post-defense period.” 


Mr. Morgenthau drove home the fact 
that inflation was a demoralizing factor 
of great effect. “Inflation,” according 
to the Secretary, “divides the country. 
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It sets up producers against consumers, 
workers against employers, the people 
who owe money against the people to 
whom money is owed.” 


—_ 


INSTITUTIONAL INVESTMENTS 


A joint committee of both Houses of 
the New York State Legislature is pres- 
ently considering proposals to alter the 
regulations governing the investment of 
life insurance company and _ savings 
bank funds. It has been suggested that 
further latitude be allowed and that life 


companies and savings institutions be 


permitted to invest in certain types of*"& 


common stocks. 


Within the pags Sea it vote re- 
called, SEC Commissjgpes<®erfiner T. 


Pike recommended that lif ’ 
be permitted GAS: ortion 
of their funds in ulti nate other 
hand, New Stat renee 


Louis H. Pint gg MiiGuhise 


of such a change: of the 
companies themselves is not yet clear. 
In the past, however, they have gone 
on ‘record as opposing any relaxation 
of investment restrictions. 

However, investment returns have 
been declining constantly over the past 
ten years and the desire for larger in- 
come may accordingly result in a change 
of attitude on the part of those formu- 
lating institutional policy. 

At present, New York life companies 
can invest in qualified preferred shares 
of corporations whose earnings have 
shown coverage of one and one-half 
times charges during the five years pre- 
ceding purchase. Investments in com- 
mon shares are prohibited while savings 
institutions are banned from purchasing 
equities of any type. 

It is possible that agreement may be 
reached on the wisdom of allowing pur- 
chase of equities, but only to the extent 
of 10 or 15 per cent of total assets. In 
such event, rigid restrictions regarding 
equities eligible for institutional invest 
ment will also be enacted. 

Formal hearings of the joint com- 
mittee will precede introduction of per- 
tinent legislation before the Legislature. 
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Passage must therefore await the 1942 
session. 

Voluminous data relating to income 
stability of certain common and pre- 
ferred stocks are expected to be pre- 
sented at the hearings. Data relating 
to the market and income experience of 
investment trusts and university funds 
will also be examined, 

Last year life insurance companies 
domiciled in New York purchased in- 
vestments of over $3,000,000,000. Cash 
on hand, at the close of 1940, amounted 
to over $900,000,000. New York State 
savings bank deposits aggrégated over 
$5,600,000,000 while cash on hand was 
$540,000,000. 


—_ 


TREASURY FINANCE 


Addressing the West Virginia Bankers 
Conference, Frank T. Kennedy of C. J. 
Devine & Company, U. S. Government 
bond specialists, made a penetrating 
analysis of prospective Federal financ- 
ing problems. If the Government ad- 
heres to orthodox financing methods, 
according to Mr. Kennedy, the demands 
for funds will grow so great that the 
existing large volume of excess reserves 
may be almost entirely eliminated. 

Estimating total deficits for the fiscal 
years ended June, 1942 and 1943 at 
$35,000,000,000, Mr. Kennedy observes 
that sales of defense bonds, together 
with recourse to social security and 
other special funds, could supply about 
$16,000,000,000 of the total required. 
Consequently, the Treasury would still 
be faced with the necessity of floating 
$18,500,000,000 of securities in the open 
market during the next two years. In 
addition, Government agencies, notably 
the RFC, would probably also tap the 
market for another $3,000,000,000 to 
$4,000,000,000. Private industrial de- 
mands of another $4,000,000,000 or 
$5,000,000,000 would also have to be 
met. Therefore, the open market de- 
mand for funds could exceed the $25,- 
000,000,000 mark. 

If commercial banks were to absorb 
-$20,000,000,000 of the bonds to be sold, 
an equivalent amount of new deposits 
would be created. This absorption would 


necessitate an increase in reserve re- 
quirements of about $4,000,000,000. 
Under such circumstances, the level of 
excess reserves would be reduced to 
about $1,000,000,000. Such a develop- 
ment, it is obvious, would lead to a de- 
cline in high grade bond prices. 

On the other hand, if the fiscal 
powers of the Government were supple- 
mented through legislation, excess re- 
serves could be increased tremendously 
despite the large demand for funds, In 
this event, interest rates might ease fur- 
ther rather than tighten. 

Mr. Kennedy notes a third possibil- 
ity. If increased expenditures are raised 
by increased taxes and sale of U. S. 
Government ‘securities to non-banking 
lenders, higher interest rates and lower 
bond prices could logically result. 


—_— 


BRANCH BANKING 


Professors Shirley D. Southworth 
and John M. Chapman have just made 
public a study, “Banking Facilities for 
Bankless Towns”; they estimate that, 
during the period 1921-33, 7,500 towns 
were left bankless as a result of failures, 
mergers and voluntary liquidations. 

The authors discuss the various sub- 
stitutes for banks, such as cash deposi- 
taries and currency exchanges, but find 
these mechanisms inadequate and there- 
fore urge the extension of branch bank- 
ing. 

They recommend a liberalization of 
the laws governing branch banking in 
order that a large number of small cities 
and towns, presently without banking 
facilities, may be served. While it is 
admitted that regional, county, or ad- 
joining county branch banking would 
suffice in many places, it is felt that re- 
strictions along these lines would un- 
duly hamper those institutions attempt- 
ing to make banking facilities available 
to such small communities. 

It is suggested that branch banking 
areas should be enlarged to at least a 
state-wide basis and should preferably 
include a Federal Reserve district. This 
arrangement would permit banks to 
meet the needs of smaller communities 
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and would still allow a high degree of 
diversification of bank portfolios. 

Calling attention to the fact that many 
banks have failed because the volume 
of business was too small in relation 
to the cost of operating the bank, Pro- 
fessors Southworth and Chapman con- 
tend that “it seems perfectly fair-and 
logical, therefore, to permit the estab- 
lishment of branches where they can 
serve the community despite the fact 
that a considerable number of unit 
bankers may be opposed to branch 
banking.” 

Professor Southworth is a member of 
the faculty of the College of William 
and Mary while Professor Chapman is 
associated with Columbia University 
and is economic adviser to the Bank of 
America. 


_— 


NATIONAL DEBT 


A. $100,000,000,000 Federal debt is 
estimated in the near future by the Tax 
Foundation of New York. In its pub- 
lication, “Tax Facts and Figures,” the 
opinion is expressed that each family 
will soon be burdened with a $4,000 
Federal debt. 

“At the beginning of the World War 
in 1914.” the Foundation states, “Fed- 
eral, state and local governments were 
collecting no more than $2,000,000,000 
a year in taxes. Today the people of 
the United States contribute upward of 
$14.500,000,000 in taxes toward the 


cost of governing themselves and even 


New Business for the 


Trust Department 
By T. T. WELDoNn 


A complete treatise on the adver- 
tising problems of the trusi 
department 
Price $5.00 
BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. © 


that huge sum only partly offsets total 
expenditures. 

“The ratio of taxes to national income 
has risen to 20 per cent in 1940 com- 
pared to only 6 per cent in 1913. The 
ratio of expenditures to national income 
has ballooned to 27.5 per cent in 1940, 
where in 1913 it was 8 per cent. 

“The public debt problem of today 
is a serious one and is properly the 
concern of every citizen.” 


—_ 


BANKS AND THE DEFENSE 
PROGRAM 


Commercial banks are making a sub- 
stantial contribution to the financing of 
the defense effort. The Federal Reserve 
Board estimates that defense loans 
amount to about 12 per cent of the total 
commercial loans of banks in leading 
cities. About two-thirds of these ac- 
commodations are serving to boost cur- 
rent production while the remainder is 
being utilized to finance new plant fa- 
cilities. These plant facility loans went 
to expand aircraft and shipbuilding pro- 
duction as well as for the construction 
of housing and military bases. 

Roughly 25 per cent of the total 
amount of defense loans, or about 40 
per cent of the number of loans, went 
to contractors, largely small and me- 
dium-size firms, Assignment of “con- 
tract claims as a means of obtaining 
credit” provided an effective means of 
securing financial accommodations. The 
Board points out that Boston, Richmond 
and Philadelphia contributed the largest 
proportion of their new commercial 
loans to defense needs. 


© 


Topay is the day you should stand up 
and be counted. Get ready for the 
world of tomorrow. After the war 
there will be a world, there will be 
people who will have houses, and will 
eat and work and live. This world will 
be a good place in which to live if you 
and [| remain worthy of inhabiting it.— 
J. Stanley Brown, personnel director, 
Chemical Bank and Trust Company, 
New York. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep By KEITH F. WARREN 








90 YEARS AGO 


The Bankers Magazine 


Moral and Religious Duties 

It is the duty of public companies to 
conduct their affairs on such a liberal, 
yet prudent scale of expense, as shall 
afford encouragement to the industry, 
trade and fine arts of the country. 
Solomon says,— 

“Prepare thy work without, and make 
it fit for thyself in the field, and after- 
wards build thy house.” Prov. xxiv 27. 

Which means, if we understand it 
rightly, “Get your money before you 
spend it; but having got it, live in a 
scale of expense corresponding to your 
means; afterwards build thy house.” In- 
dividuals may be justified in living 


- - October, 1851 


much within their means, in order to 
provide for old age, or for the proper 
settlement of their children; but public 
companies cannot have such motives for 
conducting their establishments with an 
unsuitable economy. But above all it 
is the duty of a public company to 
maintain, in all its transactions, a high- 
toned morality.” 

Insert no erroneous statements in 
your prospectus; make no incorrect cal- 
culations in order to deceive; circulate 
no unfounded rumors for the purpose 
of affecting the market value of your 
shares; and let your annual reports 
contain nothing but the truth. 


50 YEARS AGO 


The Bankers Magazine 


Duties of Stockholders 

Bank failures within the last year 
have been unusually numerous, and 
their stockholders have been unusually 
loud in their complaints of mismanage- 
ment. Hardly one of them is willing 
to acknowledge any failure on his own 
part; the losses have been wholly due, 
either to the incapacity or rascality of 
the officers, or to the negligence, or 
something worse, of the directors. The 
’ Comptroller of the Currency and bank 
examiners have received their full share 


- + October, 1891 


of condemnation from this source. All 
are to blame except the stockholders 
themselves. They do not acknowledge 
any neglect of duty; their misfortunes 
have been occasioned by the wrongs or 
negligences of others. Let us look into 
this subject a little and try to ascertain 
where the line of duty should be drawn 
between managers, directors and stock- 
holders. 

It must be admitted that, in some of 
the recent bank failures, the leading off- 
cers have been bad to an extraordinary 
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degree in executing their trust. In more * 


than one of these cases the best grounds 
existed for suspecting them long before 
their rascalities were generally known. 

Whenever a bank has been unfor- 
tunate in the selection of directors, are 
the stockholders wholly relieved from 
liability themselves? For, how came 
the directors to occupy their positions 
—were they not the choice of the stock- 
holders? And thus we see at last that 
the management of a bank falls on 
them; the directors and managers are 


only their agents selected to do their 
bidding. While they ought not to es- 
cape if they have neglected their duties, 
neither ought the stockholders to be per- 
mitted to throw on others the blame 
which, after all, must rest on themselves. 

The remedy for this state of things 
is evident. Stockholders should be more 
attentive to their duties; they should 
attend the annual meetings, and make 
investigations, in short, take a livelier 
and more intelligent interest in their 
undertakings. 


25 YEARS AGO 


The Bankers Magazine 


The Averted Railway Strike 


Few events in the political and eco- 
nomic history of the United States have 
been more significant than those con- 
nected with the inception and ending 
of the threatened railway strike that was 
to have taken place on the fourth of 
last month. The points of chief interest 
in this matter were these: 

First—A definite change, at least 
temporarily, in the substance of the 
Government of the United States from 
a republic to an autocracy. 

Second—A long step in a process 
whereby labor is gaining the mastery 
of capital... . 

Organized labor, acting through a 
legislative body under the control of a 
political dictator, has shown its power 
to give orders which must be obeyed, 
or a war of starvation will be waged 
against the men, women and children 
of the country. This process carried to 
its conclusion, means that it is but a 
question of time when labor will gain 
the mastery of capital. 

The abstract merits of this contro- 
versy have been exhaustively discussed. 
It is contended, on the one hand, that 
it was not a matter of shorter hours, 
but of more pay to a class of railway 
employes already well paid; on the 
other, the railway employes claimed 
that they could not trust their cause to 
arbitration, which always showed bias 
against them. 

But the railways, in the matter of 
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rates, must submit to arbitration by a 
Government board, none of whose mem- 
bers are of their choosing and few or 
none of whom have any expert knowl- 
edge of railway matters gained from 
practical experience. 

Must the railways submit to arbitra- 
tion of requests to raise rates while 
their employes are favored by having 
their demands for higher wages rushed 
through Congress at the dictation of the 
President of the United States? And is 
this because one side is supposedly 
more popular than the other? Because 
capital controls few votes and labor 
many? 

If the present policy of dealing with 
the railways continues much longer—a 
policy whereby they are compelled 
(even by act of Congress) to pay more 
in wages, and with increasing cost of 
materials—the time would seem to be 
not far distant when the Government 
will have to take the next step, which 
is to assume the ownership and possibly 
the operation of the railways of the 
country. 


(OF 


CLERICAL work was the fastest-growing 
job field in the United States in the 
1930’s! Despite depression, unemploy- 
ment, and a sharp reduction in the 
growth of our population between 1930 
and 1940, clerical occupations grew by 
1,700,000 workers—a 44 per cent jump. 
—American Job Trends. 


Finaneial 
Situation 


USSIA continues its stubborn re- 
sistance against German invasion, 
signs of uprising in the conquered 

countries of Europe multiply, tension 
between the United States and Germany 
has increased, following the address of 
President Roosevelt on September 11, 
while relations between Japan and the 
United States appear less strained. Such, 
in broad outlines, is the world’s mili- 
tary situation as of mid-September, from 
which it will be seen that the end of 
the conflict is not in sight. 


_ 


GREAT BRITAIN 


Lower interest rates make war financ- 
ing less costly than would otherwise be 
the case. Thus The Economist points 
out that while in two and one-half years 
the state has increased its debt by a 
capital sum about 60 per cent of the 
1914-18 increase, but the interest charge 
will be only about 30 per cent of that 
incurred in the last war. 


UNEMPLOYMENT is growing less, the 
number of registered unemployed on 
July 14 was 277,300, against 301,900 on 
June 16, and 827,300 on July 15, 1940. 


WHILE practically all the banks in their 
financial statements of June 30 last 
show a record holding of deposits, it is 
interesting to note that for the first time 
Lloyds Bank has topped its previous 
record of £500,000,000, the present to- 
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Abroad.. 


A Monthly Survey 


tal standing at £514,397,508, while Mid- 
land Bank has also topped £600,000,- 
000, the present figure being £613,126,- 
117. This marks an increase of nearly 
£103,000,000 compared with a year ago, 
and as indicating—though this same in- 
dication applies to the financial state- 
ments of other banks—the extent to 
which the expansion in deposits has 
been matched by the devotion of the 
bank’s resources to Government needs. 
It may be noted that the latest state- 
ment of accounts shows that Treasury 
deposit receipts aggregated £103,000,- 
000 compared with nil a year ago, while 
also during the year the banks’ invest- 
ments increased by about £55,000,000. 
—Bankers Magazine (London). 


_~ 


THE ARGENTINE 


ARGENTINA had an export balance in 
her foreign trade for the first seven 
months this year of 237,405,000 pesos 
against an export balance of 57,893,000 
pesos for the corresponding period last 
year. Imports for the seven months, 
computed in real values, amounted to 
616,365,000 pesos as compared with 
969,896,000 pesos for the same period 
last year, being a decrease of 36.5 per 
cent. 

Real values of imports in July were 
109,909,660 pesos against 94,373,437 
pesos in June and 139,307,175 pesos in 
July last year. Real values of exports 
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in July were 119,979,502 pesos, leaving 
an export balance for the month of 
10,069,842 pesos. This compares with 
an export balance in June this year of 
41,676,872 pesos and an import bal- 
ance in July last year of 36,530,074 
pesos. 

Argentine imports from the United 
States in July, computed in tariff values, 
which are considerably lower than 
“real values,” amounted to 21,559,601 
pesos as against 19,761,966 pesos in 
June and 33,835,725 pesos in July, 
1940. As compared with these figures, 
tariff values of imports from the United 
Kingdom were 11,616,745 pesos in July 
as against 10,115,266 pesos in June and 
19,772,729 pesos in July last year. 

For the seven months period “tariff 
values” of imports from the United 
States were 113,691,895 pesos as against 
197,319,475 pesos for the same period 
last year. The real values of Argentine 
exports to the United States in July 
were 40,829,787 pesos as against 53,- 
165,877 pesos in June. For the seven 


months the aggregate real values of ex- 
ports to the United States were 303.,- 
854,949 pesos against 137,949,172 pesos 


in that period last year. Adjusting the 
“tariff values” of Argentine imports 
from the United States to “real values” 
—in which exports are computed—it is 
estimated that Argentina had an export 
balance with the United States for the 
seven months of approximately 150 mil- 
lion pesos. 

Buenos Aires, which has the widest 
street in the world—the Avenida 9 de 
Julio, with a width of 150 yards—is 
preparing a treasury bill issue of 50 
million pesos to extend the construction 
of the famous avenue. The new avenue, 
which will help greatly to solve the traf- 
fic problem in the Argentine capital, 
has three lanes in each direction for 
different sveeds of automobiles in addi- 
tion to sidewalks, safety zones and gar- 
dens. In addition the portion now con- 
structed has underground parking 
facilities for more than 1,000 auto- 
mobiles. The southward extension of 
the famous avenue will mean that addi- 
tional provision will be made for under- 
ground parking. 


The municipality of Buenos Aires has 
prepared a bill for the Argentine na- 
tional government’s approval, which 
would authorize an issue of 50 million 
pesos treasury bills for a maximum 
period of ten years to finance the ex- 
propriations of property necessary for 
extending the avenue. The process of 
exproporiation would limit payments 
for property to its valuation for land 
and property tax, plus 20 per cent. 
These treasury bills would carry the 
state guarantee. 


BRAZIL 


Durinc the first six months of 1941 
Brazil’s foreign trade ;compared with 
the similar period of 1940 showed an 
excess of exports amounting to $44,- 
445,402. In the corresponding 1940 
period, exports exceeded imports by 
only $2,767,004. Total exports in the 
respective periods increased from $142,- 
291,276 in 1940 to $164,010,630, in 
1941, an increase of 15 per cent. Total 
imports declined from $139.524,272 to 
$119,565.228. a decrease of 14 per cent 
from 1940. Export trade to the United 
States nearly doubled (from $49.463,- 
125 to -89,571,501). While total im- 
ports declined, shipments from the 
United States to Brazil increased (from 
$68.235.213 to $70,275,170). The 
United States took a much larger por- 
tion (54.76 per cent) of Brazil’s ex- 
ports, than in 1940 (34.76 per cent). 
Likewise, United States participation in 
Brazil’s import trade increased from 
48.91 ver cent to 58.78 per cent.—For- 
eign Commerce Weekly. 
@ 

PRESENT tendencies indicate that the size 
of the average trust unit in the future 
will be smaller than those now admin- 
istered and smaller units mean _in- 
creased operating costs. The advocates 
of the common trust fund claim that this 
is the answer to the problem. New 
interest has been aroused in the trust 
men of some states to have the necessary 
enabling legislation passed to permit 
investment in common trust funds.— 
P. W. McEntree, assistant trust officer, 
Seattle-First National Bank, Seattle, 
Wash. 
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for the Banker 
who wants Information 


on CANADA ... 


the Bank of Montreal possesses— through its nation- 


thn mm. ob Os 


wide system of branches — unexcelled sources for 


obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. 9 — 


CHICAGO: 27 South La Salle St, 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current Conditions in Canada 


HE beginning of the third year of 

the war finds Canada with the 

transformation of her national 
economy to a war basis everywhere in 
evidence, reports the Bank of Montreal 
in its Business Summary for September 
24. The summary continues: 

“The national income has reached its 
highest level in history, industrial pro- 
duction is mounting every month and 
has passed all previous records, and un- 
employment has virtually disappeared. 
As war production gets nearer to the 
full length of its stride, the general na- 
tional economy is being more and more 
closely adjusted to war requirements. 
The movement is observable in both the 
industrial and financial fields. Efforts 
are being made under Government di- 
rection to curtail both ordinary con- 
sumer spending and non-war consump- 
. tion of materials needed in war industry 
and action is being taken along the fol- 
lowing lines: 


“The food and clothing trades 
throughout Canada are to be placed un- 
der license before the end of the year; 
at least 200,000 dealers are expected to 
be affected by this step. 

“The Wartime Prices and Trade 
Board is studying the question of in- 
stalment buying. 

“There are to be drastic cuts in the 
output of automobiles for civilian use 
and of other products which may be 
classed as luxuries. 

“Civilian consumption of crude rub- 
ber is to be reduced 10 per cent in 
October and 5 per cent more each month 
until February, 1942, when it will be 
down 30 per cent. All crude rubber 
supplies are now under the control of 
a government-owned company. 

“The Metals Controller has issued a 
number of regulations governing the 
use of tin for non-essential purposes and 
a plan for conserving copper for es- 
sential uses has been put into effect. 
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“Silk and gasoline are under control 
and the Timber Controller has issued 
three orders setting forth maximum 
dealers’ prices for various classes of 
lumber and shingles. 

“An important development of the 
far-reaching extension of state control 
has been the establishment of a com- 
prehensive scheme of price regulation 
as a corollary of the Government’s plan 
for anchoring wages to the cost of liv- 
ing. The steady rise in the cost of 
living has been pushing wages upward, 
until the dreaded inflationary spiral, 
which the Government is intent upon 
avoiding, has begun to loom upon the 
horizon. Under the circumstances, a 
rigid control of prices must be set up 
to avoid disturbance of the country’s 
economic equilibrium. and to supple- 
ment the Government’s taxation and 
savings program. The Government has 
entrusted the task of applying this con- 
trol to the Wartime Prices and Trade 
Board which has had its personnel en- 
larged and has been armed with drastic 
powers. It will codperate closely with 
the Wartime Industries Control Board. 

“A disturbing feature of an other- 
wise satisfactory industrial situation. is 
the disposition of some workers in cer- 
tain industries to engage in strikes for 
higher wages, regardless of their conse- 
quences in hampering the production of 
essential war materials, which in some 
cases have already been serious. The 
Federal Government, supported by 
popular opinion, has now intervened 
with a new regulation relating to indus- 
trial disputes, which should diminish 
the frequency of strikes. Heretofore, it 
has been legal to call strikes after a 
conciliation board has investigated an 
industrial dispute and given its award, 
but the new regulation makes a strike 
illegal after the verdict of a conciliation 
board has been given until a majority 
of the workers whom it will affect have 
voted for it by a secret ballot held un- 
der the supervision of officials of the 
Department of Labor.” 


The Canadian Bank of Commerce 


In their Monthly Commercial Letter, 
The Canadian Bank of Commerce, To- 
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ronto, reports that industrial activity in 
Canada was maintained at a high level 
in August, about one-third above that 
of a year previous, but without any 
substantial rise over July. The bank’s 
index registered 162 for mid-August 
(1937=100) as against 161 for mid- 
July, with the percentage of normal fac- 
tory capacity utilized remaining un- 
changed at 114. 
Concerning 
the letter says: 


“Continued improvement in crop con- 
ditions throughout Central and Eastern 
Canada but further deterioration in the 
West summarizes agricultural develop- 
ments of the past month. 

“Harvesting of heavy hay and grain 
yields in the Maritime Provinces pro- 
gressed slowly owing to frequent rains, 
which also affected the quality of these 
crops, particularly in Nova Scotia where 
the late summer season was the most 
backward. Pastures, however, were 


agricultural conditions 


greatly improved during this wet period. 
Root crops promise well, except for 
traces of blight in potatoes. 
“Variable weather was experienced in 
Quebec, resulting in good pasturages in 


some areas-and poor grazing conditions 
in others, where a subnormal hay cut 
(75/80 per cent of normal for the Pro- 
vince as a whole) had to be drawn upon 
to maintain dairy production. Harvest- 
ing of grain, however, proceeded satis- 
factorily and the yield proved to be 
higher than anticipated, though not 
quite up to the average. Root crop de- 
velopment was good and the outturns 
are expected to be normal unless severe 
damage occurs from blight and worms. 

“Rains were almost general over On- 
tario during the last half of August and 
were highly beneficial to late grains, 
roots and pastures in all but a few 
counties. The serious effects of the 
spring and early summer drought, not- 
ably on pastures, were therefore partly 
relieved, but it has become clearly ap- 
parent that several major areas will 
have a short supply of feed next winter 
owing to irreparable losses in hay and 
spring grains. Harvesting advanced 
quite rapidly, except in Northern On- 
tario, in contrast with the slow progress 
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of a year ago. Cutting of the tobacco 
crop also proceeded under satisfactory 
conditions, with the prospect of a poor 
yield of burley but of a good harvest of 
the flue-cured variety. 

“As was to be expected, damage to 
the Western grain fields occurred from 
leaf rust, grasshoppers and sawflies, the 
loss from the last-mentioned pests being 
heavy in several areas, probably aggre- 
gating 25,000,000 bushels. This damage 
followed a most unfavorable growing 
season in Saskatchewan and Alberta. 
Harvesting commenced earlier than 
usual but was interrupted by frequent 
rains, and in Northern Alberta by a 
snowfall, although in some districts this 
operation was far advanced. In Mani- 
toba cutting was nearly finished by the 
end of August, but not more than 75 
per cent of such work was done in Sas- 
katchewan nor more than two-thirds in 
Alberta. Threshing for the prairies as 
a whole was less than one-third com- 
pleted. The wet weather not only re- 
tarded harvesting, but caused bleaching 
and it is feared that the grains have 
deteriorated in quality. Late grains, 


mostly in the Northern sections, have, 
however, benefited from the precipita- 
tion in the past month, while pastures 
improved greatly over the major part 
of the prairies and are providing con- 
siderable feed, a welcome feature in a 
year of increased live stock holdings 
and a subnormal feed grain supply in 
many localities. Preliminary estimates 
are for a wheat yield of slightly less 
than 300,000,000 bushels. 

“In British Columbia the completion 
of the harvesting of field crops was de- 
layed by wet weather but good yields 
are expected in several areas. 

“There is little change to note in fruit 
crop conditions, except in respect of 
apples, the prospective national yield 
of which was further lowered by dam- 
age of about 15 per cent in the orchards 
of Nova Scotia and by a continued de- 
cline in British Columbia. The commer- 
cial crop of apples for all-Canada is 
therefore estimated as about 15 per cent 
smaller than in 1940, but the harvest of 
other fruits is expected to be about equal 
to, or slightly greater than, that of last 
year.” 


Inflation of Prices 


From the Monthly Commercial Letter of the Canadian Bank of Commerce 


N Canada, the Dominion Government 

acted promptly in price control by 

establishing a few hours after the 
outbreak of war a Wartime Prices and 
Trade Board with wide powers to make 
and enforce regulations. Essentially a 
board of civilian supply, it devoted it- 
self to meeting the public’s requirements 
of the necessities of life at reasonable 
cost and succeeded, without widespread 
mandatory action, in its initial objec- 
tives. It arranged for supplies of ma- 
terials, sugar, wool, coal, butter and 
leather, for example, in which shortages 
were threatened. The price-fixing ac- 
tivities of the Board were quite limited 
—to wool, flour, bread and house-rents, 
for example—and usually only on com- 
plaint, or in the probability of inordi- 
_Mate price increases. It permitted 
justifiable increases. 

In respect of war materials, the De- 
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partment of Munitions and Supply, act- 
ing both for the Canadian and British 
Governments, also exercised _price- 
making authority and allocated plant 
and labor, usually in order to ensure 
as prompt delivery as possible of arma- 
ment and other war supplies even at 
the expense of the civilian market. An- 
other governmental bureau, the Wartime 
Industries Control Board, influenced 
prices and supplies of commodities. In- 
cluded in this Board were individual 
controllers who had wide powers in the 
matter of prices and allocation of sup- 
plies of metals, oils, power, machine 
tools, shipbuilding and repairs and 
motor vehicles. Thus, the price of 
scrap steel, dried lumber, power and 
non-ferrous base metals was limited, 
while that of practically all kinds of 
steel was frozen at pre-war levels. The 
controllers were also active, with the 
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Department of Trade and Commerce, in 
restricting certain exports. Both the 
Department of Munitions and Supply 
and the Wartime Industries Control 
Board took steps to reserve certain ma- 
terials for war supply, notably alumi- 
num, steel, motor vehicles and oil, while 
industrial and commercial construction 
and equipment installation were sub- 
jected to government license. In addi- 
tion, certain agricultural sub-depart- 
ments set prices and took over control 
of various farm products, bacon and 
cheese, for example, in order to meet 
British food requirements, or, as in the 
case of apples, to ease the serious effects 
of the loss of export trade. 


The functions of these organizations 
have now been coérdinated and ex- 
tended to provide for almost complete 
control over prices. The Wartime Prices 
and Trade Board now has power to fix 
the prices of all commodities and, in 
conjunction with a strengthened War 
Industries Control Board, allot supplies 
to civilian manufacturers and dealers, 
whose records and stocks may be sub- 
mitted to official examination and whose 
activities may be licensed. These two 
boards, however, have no authority over 
wages, the regulation of which remains 
with the Department of Labor. 

In the United Kingdom price con- 
trols over many commodities were es- 
tablished upon the outbreak of war and 
later a Prices of Goods Bill was enacted 
for the purpose of preventing undue 
rises in the prices of various goods. The 
Bill was recently amended to provide 
for the fixing of the price of any com- 
modity by determining profit margins. 
This amendment seems to have been 
necessary, for until recently prices had 
risen substantially (approximately 10 
per cent in the past year alone), partly 
owing to the depreciation of the pound 
sterling and higher ocean transportation 
costs, but partly, also, to the inevitable 
dislocation of industrial life in the tran- 
sition to an almost complete war econ- 
omy and to some extensive and large 
wage increases, sufficient in the case of 
coal to be largely responsible for rais- 
ing the price of that commodity by 
more than one-third. Over a year ago 


the Government was empowered to 
mobilize the entire national resources, 
including persons and property, not 
only to strengthen the war effort, but, 
also, to prevent further price inflation. 
Under the relative legislation numerous 
orders have been issued with a view to 
attaining the maximum economic ca- 
pacity and efficiency and the effect of 
these was control over the supplies and 
prices of most major materials, as well 
as over imports, of which from 80 per 
cent to 90 per cent are now reported 
to be for the Government’s account. 
Moreover, rationing of foodstuffs, cloth- 
ing and many strategic war materials 
was introduced. In an effort to keep 
down the cost of living the Government 
subsidized the prices of many com- 
modities, at a cost of about £100,000,- 
000 per annum. With a view to cur- 
tailing public spending power and 
automatically putting a further check on 
inflation a form of compulsory saving 
was adopted when the last budget was 
submitted. But so far wages have not 


been stabilized. 
© 


PERSONNEL AS AN INVESTMENT 


A LITTLE rapid calculation will show 
how large an investment is needed at 
21% or 3 per cent to provide a sufficient 
income to pay the salaries of a bank’s 
personnel. This will give a pretty clear 
picture of the dollars and cents value 
of the investment which banks have in 
their employes. For example, a small 
bank with thirty-three employes, at an 
average of $1,500 would require a 
yearly payroll of $50,000. Figured at 
21% per cent, it would represent the 
income from an investment of §$2,- 
000,000. 

I don’t think that there is very much 
doubt as to the amount of time the 
management of a bank with thirty-three 
employes would give to a $2,000,000 
investment in securities or other tangible 
assets in their portfolio. Isn’t it logical 
that the same degree of attention should 
be given to the bank’s investment in its 
personnel?—Ray A. Ilg, vice-president 
of the National Shawmut Bank of 
Boston. 
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BOOKS for 


EXCHANGE CONTROL AND THE ARGEN- 
TINE MarkeET. By Virgil Salera. New 
York: Columbia University Press. 
1941. Pp. 283. $3.50. 


THIs is a systematic examination of 
Anglo-Argentine bilateralism—a much 
neglected sector of recent international 
commercial policy. The importance of 
this work lies, first, in the fact that 
United States trading interests have been 
the principal sufferers during the past 
decade under the discriminatory ex- 
change-control treatment stemming from 
this type of bilateralism; second, that 
knowledge of this Argentine experience 
will enable us to improve our position 
in the Argentine market; and third, that 
information of this sort. will be of real 
value to those who are now thinking 
about post-war reconstruction. 

The following topics are discussed: 
The Peso, Commercial Policy and Ar- 
gentine Foreign Trade—1899-1931; the 
First Stage of Exchange Control; the 
Transition to Formal Anglo-Argentine 
Bilateralism; the Exchange and Trade 
Controls Regime of November, 1933; 
the Roca-Runciman Treaty of 1936; the 
Trade Balance and the Treatment of 
United States Trade, 1935-37: Exchange 
Control in Recovery and Slump; Ex- 
change Control after 1938; the Transi- 
tion to Quantitative Restrictions; the 
European Conflict and the Status of 
Trade Discrimination; the American 
Position as Seen in Import Series; Some 
. Observations on Exchange Control and 
the Means for Improving the American 
Position in the Argentine Market. 
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Brief Reviews 


BRITISH AND INTERNATIONAL BANKING 
NuMBER, Lonpon Stock EXCHANGE 
GazETTE. New York: Thomas Skin- 
ner & Co. 1941. 


IssuED as a supplement to the Bankers’ 
Almanac and Year Book, this annual 
issue carries an article on banking in 
war time; British banking results sum- 
marized; liabilities and assets of Brit- 
ish banks for 1940-41; stability and 
liquidity of leading British banks; the 
three big discount companies; capital 
dividends and yields of British bank 
shares; liabilities and assets of the Brit- 
ish overseas banks; liabilities and assets 
of the chartered banks of Canada. 

It also gives a brief description and 
statistical review of the principal Brit- 
ish banks and kindred firms; the British 
overseas banks; and a selected list of 
important foreign banks. 


BANKING StupiEs. By Members of the 
Staff of the Board of Governors of 
the Federal Reserve System. Wash- 
ington: Federal Reserve Board. 1941. 
Pp. 496. $1.50. 

Tuis book comprises a series of seven- 

teen papers, written by members of the 

staff of the Board of Governors of the 

Federal Reserve System. It contains, in 

brief form and simple language, a large 

mass of information on banking and 
monetary problems. 

The studies include discussions of the 
currency system, the banking structure 
of the United States, and branch, chain 
and group banking. The various phases 
of commercial bank operations are dealt 
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with fully and there is an excellent 
presentation of the public nature of the 
Reserve banks, as well as a survey of 
their operations. The money system of 
the United States is examined and there 
is an exposition on monetary controls. 

The material is presented in an im- 
partial and objective manner. There 
has long been a need for a volume of 
this sort, embodying studies of our 
banking and monetary system and of 
the role it plays in the functioning of 
our economy. 

This book is obtainable at 75 cents 
per copy in quantities of ten or more. 


INVESTMENT AND BusINEss Cycies. By 
James W. Angell. New York: Mc- 
Graw-Hill. 1941. Pp. VII-363. $3.50. 


Mr. ANGELL, professor of economics at 
Columbia University, has prepared an 
excellent study of the relationship be- 
tween investment spending and the busi- 
ness cycle. Like many other business 
cycle analysts, he probes the effects of 
investment outlays upon _ economic 
activity. 

In an individual-capitalistic society, 


Professor Angell points out, the tempo 
of business slows down as money out- 
lays and money incomes decline and 
the general level of private business an- 


ticipations slumps. It is observed that 
government pump-priming carrying the 
approval of the business and the finan- 
cial community will stimulate business 
anticipations of money income and so 
initiate a recovery. On the other hand, 
a deficit financing policy which dis- 
turbs business confidence, due to a 
growing public debt or mounting tax 
burdens, or interference with business, 
will at best only ease the economic situa- 
tion; it will prove totally ineffective in 
starting any immediate self-generating 
cyclical revival. 

Professor Angell holds that in a de- 
pression the Government’s social respon- 
sibility to insure full employment is of 
primary importance. It is his opinion 
that Government take the necessary steps 
regardless of any violation of the tradi- 
tional canons of public finance—barring 
inflation. Little fear is expressed that 


public spending to offset cyclical un- 
employment will exceed manageable 
proportions. 


The discussion of secular stagnation 
is both stimulating and optimistic. The 
concluding chapter deals in a_ lively 
way with current vital problems arising 
from the defense program, taxation, and 
inflation. 


INVESTMENT MANAGEMENT. By John 
A. Loftus. Baltimore: Johns Hopkins 
Press. 1941. Pp. 136. $1.50. 


THE author analyzes the experience of 
American management investment trusts 
and attempts to appraise and evaluate 
investment managerial services. Case 
studies are made of eleven companies, 
including the State Street Investment 
Corporation, the Massachusetts Investors 
Trust, the Shawmut Association and the 
Lehman Corporation. 


While much recent literature has been 
devoted to the subject of the investment 
trusts, the purposes of such studies do 
not coincide with the objectives of this 
undertaking. For example, the SEC 
inquiry into the investment trust field 
was directed toward the formulation of 
recommendations for regulatory legisla- 
tion and the investment trust was ex- 
amined as a financial and social insti- 
tution: In contrast, this investigation is 
prepared with special emphasis on the 
investor point of view and the mana- 
gerial competence of professional man- 
agers in control. 


Professor Loftus’ researches indicate 
that investment trusts of the common 
stock type were not, on the whole, su- 
perior in performance to the average of 
the common stock market. It is noted 
that investment activity, even when car- 
ried on by professional investment man- 
agers, tends to be purposeless and vague 
and tends to disregard the diversity of 
investment objectives. 


Besides furnishing the student of 
finance with the results of exceptionally 
competent analysis, the material is pre- 
sented palatably and reader interest does 
not lag. It is written in a clear, fluid 
style. 
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Money AND Bankinc. By Frederick A. 
Bradford. New York: Longmans 
Green. 1941. Pp. 845. $3.75. 


For more than a decade, this book has 
been a standard text in its field. It is 
now presented in a new, completely re- 
vised edition, in which fresh material 
and illustrations have been added, charts 
and diagrams have been modified and 
extended, data and bibliographies have 
been brought up to date and desirable 
changes made. 


Chapter headings are as follows: The 
Nature and Functions of Money; Mone- 
tary Standards and Systems; Monetary 
Development in the United States; 
Monetary Developments Since 1932; the 
Nature and Functions of Commercial 
Banking; Early American Banking; the 
National Banking System; Defects of the 
National Banking System; the Federal 
Reserve System; the Banking Crisis and 
Reform Legislation; Bank Notes; Com- 
mercial Bank Deposits—the Check Cur- 
rency; Primary and Secondary Re- 
serves; Loans, Discounts and Invest- 
ments; Foreign Exchange Functions; 
Rates of Exchange; the Inter-relation of 
Deposits, Reserves and Loans; Central 
Banking; Bank Statements and Ex- 
aminations; Bank Earnings and Ex- 
penses; the Money Market in the United 
States; Check Collection and Reserves; 
Discounts and Open Market Operations; 
Note Issues of the Federal Reserve 
Banks; the Meaning and Measurement 
and Value of Money; the Determina- 
tion of the Value of Money; Bank Credit 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 
465 Main Street 
CAMBRIDGE. MASS. 


Money and the Value of the Standard; 
International Exchange and the Value 
of Money; the Problem of Central Bank 
Reserves; Central Bank Codéperation; 
Commercial Banking Problems in the 
United States; Monetary Policy and the 
Business Cycle; the Control of Credit 
under the Federal Reserve System: 
Future Possibilities of Credit Control; 
the Problem of the Standard; Trust 
Functions; Investment Banking Func- 
tions; Savings Banking; Agricultural 


Credit. 


BOOKLETS 


Banxine Faciriris ror BAnKtess Towns. 
By Shirley Donald Southworth and John 
M. Chapman. New York: American 
Economists Council for the Study of 
Branch Banking, Post Office Box No. 467, 
Grand Central Annex, New York, N. Y. 
Pp. 75. 1941. Available on request. 


Tue aim of the authors has been to make 
a survey of the origin and growth of sub- 
stitutes which have been developed to pro- 
vide local banking facilities for bankless 
communities. Particular attention is given 
to the nature and scope of these newer 
types of financial institutions. The authors 
believe that a “wider knowledge of their 
advantages and disadvantages will con- 
tribute to a better understanding of the 
problem and should help in finding a satis- 
factory solution. How to meet the needs 
of the bankless towns constitutes a real 
challenge both to bankers and to public 
officials who have been entrusted with the 
responsibility of supervising our banking 
system.” 


An  IyvTeRPRETATION OF THE CONSUMER 
Crepir Reeutations Issvep Avevust 21, 
1941, sy THe Boarp or GovERNORS OF THE 
Consumer Credit Department, American 
Feperat Reserve System. New York: 
American Bankers Association, 22 East 
40th Street. Pp. 55. 50 cents. 


Tuis pamphlet contains the text of Regu- 
lation W as issued with interpolations in 
bold-face type representing the interpreta- 
tions of the American Bankers Association 
at the time the Regulation was issued. Sev- 
eral pages of specific examples are given 
and also a list of questions and answers. 


Annvuat Report oF THE FeEperat Deposit 
Insurance CorPorATION FOR THE YEAR 
Envep December 31, 1940. Washington: 
Federal Deposit Insurance Corporation. 

Tuis annual report contains valuable ma- — 

terial, comment and statistics on the opera- 

tions and policies of the Federal Deposit 

Insurance Corporation. 
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COLLEGE GIRLS RUN BANK 


STATE-CHARTERED bank run by 
college girls is one striking feature 
of the education 1,700 young 

women are receiving out at Stephens 
College, Columbia, Mo., where the 
basic idea is to teach them what they 
need to know for life after graduation. 

The campus bank, under state super- 
vision and nominal faculty direction, is 
managed by the girls themselves, and 
last year’s deposits exceeded $65,000. 

Into its coffers go not only individual 
savings accounts, but funds for the vari- 
ous undergraduate activities, and the 
money of each sorority house. Under 
the Stephens system of encouraging 
students to handle their own money, 
the girls administer campus finances out 
of their own “treasury,” and keep their 
personal bankbooks on the side. 

The bank was organized by Dr. James 
Madison Wood, president of the college, 
who two decades ago began his unique 
educational experiment in offering 
women a new approach to the knowl- 
edge they require. ; 

At the start of the 1920’s, Dr. Wood 
commissioned the research educator, 


Dr. W. W. Charters of Ohio University, 


RUTH SHAFFER 


to define the problems that the modern 
American woman encounters in life, 
“Once we know definitely what problems 
women must face,” he said, “we can 
plan their education to help solve those 
problems.” 

The Charters Survey, upon which the 
Stephens curriculum is based, was the 
outgrowth of an analysis of the daily 
diaries of 329 college alumnae. These 
women, from different schools and in 
different age and income brackets, re- 
corded the problems they met daily for 
two years. With the psychologist, Dr. 
Edward L. Thorndyke of Columbia Uni- 
versity, Dr. Charters studied these prob- 
lems. They found the women recorded 
more than 7,400 separate problems! 

Dividing these needs into major 
groupings, and gauging the merits of 
each, they determined seven specific 
areas of activity were common to all 
women. To train women to meet the 
problems they would encounter in these 
spheres of later life, the Stephens pro- 
gram has been dedicated. 

One of the vital needs was an under- 
standing of finances. Dr. Wood points 
out women, not men, control and spend 
most of the money. Logically, a 
women’s college should give practical 
experience in handling funds. 

The Stephens College Student Bank 
is one means of achieving that practical- 
minded training. “We attempt to teach 
girls the value of money and to encour- 
age practices of systematic saving,” Dr. 
Wood says. 

Because the bank is the central re- 
pository for all campus funds, he added, 
students gain a more intimate knowl- 
edge of how their money is spent. 

Last but not least, the bank even 
offers girls who plan for a financial 
career some valuable work experience 
as tellers. The present cashier is 20- 
year-old Ruth Shaffer, who wants to be 
a bank president. 

“Banking,” she’d tell you, “is fun.” 
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HOW ARE YOUR LETTERS ? 


By Epwin BaxTER 
Vice-President, Cleveland Trust Company, Cleveland, Ohio 


OST of us can usually write a 

fairly good letter, and sometimes 

a really good one. Perhaps you 
are already a first-class letter-writer. 
Perhaps your work doesn’t require you 
to write any. But if you have letters 
to write now, or if you hope to advance 
to a position that will require you te 
write good business letters, it behooves 
you to give some thought and effort to 
the art. For it is an art and too few 
letter-writers appreciate how much 
“know how” it demands. 

You couldn’t become a good letter- 
writer by reading the words that follow 
here, even if they were inspired. Men 
have devoted lifetimes to the art of 
writing, and books without number have 
been written about writing. A large 
number of books on business letter writ- 
ing can be found on the shelves of the 
libraries. If you have the desire and 
determination to write really good busi- 
ness letters, some of these books will 
repay further study. But here are a few 
ABC’s, some of them from books or 
good authorities, which should help, if 
you practice. Reading alone isn’t much 
use. 


A business letter almost always has 
one of two purposes: (1) to convey in- 
formation; (2) to persuade the: reader 
to some action. Many letters are in- 
tended to do both. Most letters also 
serve two additional purposes: (3) they 
make a record; (4) they build good- 
will—or the opposite. It is not too 
much to expect that every letter should 
at least do a little toward building good- 
will, even when it conveys an unwel- 
come message. It may be hard to do 
that in a dunning letter, for instance, 
or a refusal of a request—but it has 
been and can be done. 


When starting to dictate or write a 


letter, it is a good plan to think of 
these points: 

1. What is my purpose? 
tion, persuasion or both? 

2. Who is the person addressed? 
What kind of words and sentences will 
best get his understanding and favor- 
able reaction? 

3. Suppose I were talking to him 
—what would I say? 


Informa- 


A letter at best is a substitute for 
spoken words. And the best letters are 
usually those which most nearly re- 
semble good talk. Naturally, in a con- 
versation with a close friend you might 
use expressions that wouldn’t do in a 
letter. 

But the nearer you can come to the 
flavor of talk, without using words that 
wouldn’t look well in the record, the 
better your letter is likely to be—and 
the more likely to accomplish its pur- 
pose of conveying information under- 
standably, persuasively, or both. 

It is surely necessary to give some 
thought to the person or persons you 
are addressing. A letter clear and con- 
vincing to a Professor of English might 


EDWIN BAXTER 
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be “all Greek” to a mechanic who had 
come to this country only a few years 
ago. And a letter good for the mechanic 
might give a poor idea of your bank 
to the Professor. (But he might like 
its simplicity and clearness—especially 
if it contained no errors in grammar! ) 

Writing to someone you know, it 
isn’t hard to imagine you're talking to 
him, and a good letter should result. If 
you don’t know the person addressed, 
you can at least make a shrewd guess 
as to the kind of a person he is. 

A banker can be talked to in bank- 
ing terms; but the “jargon of the trade” 
is worse than useless in writing to any- 
one not familiar with it. Tell a young 
housewife “your account is overdrawn” 
and she may not get any meaning at all 
out of that sine statement which is 
ABC to you. A lawyer would know 
what you were talking about if you re- 
ferred to a “consent decree”; the aver- 
age businessman might not, even in 
these days when some have become 
painfully familiar with such breeds of 
cats. Unless you are sure that any- 
body who may have occasion to read 
your letter is familiar with all the tech- 
nical terms you are tempted to use, it 
is surely better to use words and sen- 
tences (preferably short ones) that any- 
body can understand. 


Make People Understand 


Abraham Lincoln was a great master 
of the art of “getting across” what he 
wanted to say. He once said:° 


“When I was a boy and people would 
talk so I couldn’t understand them, it 
used to make me downright mad. I 
made up my mind that when I talked 
or wrote, I would make people under- 
stand me.” 

Any expression that doesn’t help the 
reader to understand, or help to per- 
suade him or affect him as you wish, 
may and often does hinder his under- 
standing or acceptance. That is the 
principal objection to the old stock 
phrases which survived so much ridi- 
cule. A writer in the “Western Electric 
News” said several years aga, “the Stock 
Phrase, deadener of business letters, is 
dying.” Of course we buried all of ours 
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long ago—or did you? “Contents © 
noted” and “beg to advise” and a score 
of other such relics say nothing that ~ 
needs to be said, and stop the reader 
from getting to what he wants, or what 
you want him to learn or do. (One of 
my favorites that dies hard is “at your 
earliest convenience.” It always did 
sound good to me, and seemed to pack 
a meaning. But it’s much better to say 
“as soon as you can conveniently”—or 
leave it out.) 

Unfamiliar words have a similar or 
worse effect on a reader. They may be 
good words, and exactly express your 
meaning; but if the reader doesn’t know 
them, you have stopped him from get- 
ting what you want him to get. 


Don’t be too Good! 


Too good words, phrases or sentences 
may have the same effect. One of the 
best lessons I ever got was from a boss 
who was stopped by an expression in 
a report I submitted. “That’s good,” 
he said. “It’s damgood. It’s too dam- 
good. Don’t use it. It takes attention 
away from the thing you're trying to 
say, to the way you say it.” 

Anatole France, the great French 
novelist, once said that the three essen- 
tial qualities of all good prose were 
first, clearness; second, clearness; and 
finally, clearness. Certainly that is 
true of any good letter. If it doesn’t 
“get across” the message, no other vit- 
tue will do it any good. 

As bankers we all know about the 
“three C’s of credit.” At a “Direct 
Mail” advertising convention a few 
years ago, our Cleveland manufacturer 
of Multigraphs awarded a prize for the 
best essay on business letter writing. 
The winner, Henry Hoke, propounded 
the “Eight C’s of Good Letters.” He 
said that a good letter must be 


Concise 

Clear 

Correct 
Courteous 
Convincing 
Concrete 
Complete 
Conversational 
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If any of your letters lack any of 
these qualities, you can profit by some 
more study and work, and we suggest 
looking into some of those books in 
the library. 

How long should a letter be? A lot 
of rot has been spilled on that question. 
But surely, for a business letter there 
can be but one sensible answer: Never 
too long for its message, and never too 
short to carry all the message, or so 
short as to seem curt. Perhaps, as Lin- 
coln said of his legs, every letter should 
be long enough to reach the ground, 
and no longer. But a letter covering 
the necessary ground, concisely, is sel- 
dom too long to be read by anybody 
who is interested. Any inquiry proves 
interest, and a reply to an inquiry 
should be as complete as is necessary 
or possible. 


Some Points to Remember 


Summing up, these few maxims from 
one of those books may help you write 
better letters: 


a—Visualize your reader 
b—Know your subject 
c—Know your purpose 
d—Have a plan 

e—Say what you mean 
f—Use clear words 
g—tUse clear sentences 
h—Use clear paragraphs 


and i—Revise your letters, especially 
the more important or difficult ones. 
For “easy writing makes hard reading,” 
and sometimes your very mastery of 
your subject may betray you into spin- 
ning off a letter that fails of its pur- 
pose—because the reader may not 
“get i.” 

The man or woman who is going to 
read any letter you write is interested 
most in himself or herself, “even as 
you and IJ.” He or she isn’t so much 
interested in you or me, or the bank. 
So beware of too many of those “we’s” 
that slip into so many letters. “We 
think”—“we hope”—‘“we _ believe” — 
“we cannot”—“we have a fine bank” or 
what have we? It is usually a good 
idea to use “you” whenever you can do 
so naturally. 


THE BANKERS MAGAZINE for October, 1941 













‘‘A letter at best is a substi- 
tute for spoken words. And the 
best letters are usually those 
which most nearly resemble 
good talk,’’ says Vice-President 
Baxter of the Cleveland Trust 
Company in this article which is 
reprinted with permission from 
the Cleveland Trust Magazine. 


And if you must say “we” somewhere, 
consider using “I” instead, once in a 
while at least. Of course you are writ- 
ing for the bank, and sometimes you 
have to say “we” or “The Cleveland 
Trust Company” or “our bank.” But 
all those sound very impersonal and a 
little bit chilling. We have all been 
warned so many times against that 
“egoistical I” that we’re too much afraid 
of it. After all, nothing else can give 
so easily the personal touch that makes 
the reader feel he is dealing with flesh 
and blood and not stone and steel. 
Wouldn’t you prefer seeing “me” or 
even “I” in a letter occasionally, rather 
than “our company” or even “the 
writer”’—that unduly modest (?) 
“writer”’?. Too many “I’s” may be 
worse than too many “we’s”—the capi- 
tal letter sticks out so prominently. But 
whenever a decently modest man would 
say “I” in conversation, isn’t it better 
in a letter than the awkward, unnatural 
substitutes that are so obviously substi- 
tutes, and so cold? 


© 


CoMMERCIAL banks are buying and in- 
vesting in mortgage loans as almost 
never before in their history, the Mort- 
gage Bankers Association recently 
pointed out. Banks and trust companies 
made about a fifth of the nearly 244 
billion dollars of urban mortgages 
recorded in the first half of this year, 
the Association data shows. In 1940, 
insured commercial banks, representing 
94 per cent of all commercial banks in 
the nation, enlarged their residential 
mortgage portfolio by around 11 per 
cent, or by nearly $286,000,000. 
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OVER MILLION FAMILIES 
ACQUIRE HOMES — 


By Fermor S. CaNNon 
Chairman, Home Owning and Home Building Committee, United States 
Savings and Loan League 


ETWEEN January 1, 1940, and 
June 1, 1941, approximately 
_ 1,150,000 families in the United 
States secured themselves against rent 
rises in the changed national economy 
of the *40’s by acquiring homes of their 
own. This estimate takes into consid- 
eration the new one-family homes built, 
the approximate number of those newly 
purchased in the period, and one half 
of the residential units created by the 
building of two-family homes. 

These far-seeing families have ob- 
tained for themselves fixed shelter 
charges averaging between $25 and $30 
a month for the next twelve to fifteen 
years. This monthly payment covers 
interest on the financing of the newly 
bought home, systematic reduction of 
the principal amount of the loan, and 
provision for taxes and hazard insur- 
ance in advance. In view of the fact 
that all home loans provided by savings, 
building and loan associations are made 
on a monthly amortized basis and those 
made by agencies which insure the bulk 
of their loans with the FHA now also 
follow this original savings and loan 
pattern it is assumed that the great ma- 
jority of those acquiring homes in the 


**These far-seeing families 
have obtained for themselves 
fixed shelter charges averaging 
between $25 and $30 a month 
for the next twelve to fifteen 
years. This monthly payment 
covers interest on the financing 
of the newly bought home, sys- 
tematic reduction of the princi- 
pal amount!of the loan, and 
provision for taxes and hazard 
insurance in advance.’’ 


last year and a half have them on the 
monthly repayment plan. 

A significant step-up in one-family 
home production was already under way 
as a result of a combination of circum- 
stances when the international situation 
took a turn for the worse in May a year 
ago and brought the United States 
square up against the necessity of go- 
ing into a defense economy. 

From May, 1940, the threat of the 
rising cost of living became more and 
more apparent to the general public 
so that the acquisition of homes in- 
creased its momentum. The rush to 
avoid normal rises in shelter costs will 
undoubtedly continue to be reflected in 
increased home building until such 
time as the defense program calls for 
a cessation of some of this activity, a 
condition which is now expected. After 
that we will see an even larger rush 
to buy existing houses. 

Approximately 42 per cent of the 
savings and loan money being lent to- 
day goes for home purchase and about 
32 per cent for loans to home builders. 
Since these institutions provide approxi- 
mately a third of the home financing in 
the country today it is assumed that a 
cross section of the purposes for which 
they lend is typical of the entire field. 

The properties owned by the associa- 
tion since sometime in the 1930's have 
become many a person’s security against 
rising shelter costs in the last several 
months. During the year 1940 a typical 
group of associations disposed of 20 
per cent of the real estate which they 
had owned at the beginning of the yeat 
and private owners acquired more tha 
20 per cent of the real estate owned by 
savings and loan associations in fifteem 
states during 1940. 
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DEFENSE PRODUCTION SHOULD 
BE POOLED 


Survey Graphic 


HE construction of giant new de- 
fense plants as against utilizing ex- 
isting metal-working plants in 

hundreds of towns and cities through- 
out the country, is justified by those 
who have so far had the direction of 
the defense program on the ground that 
costs will be much lower per unit of 
product in these highly “rationalized,” 
streamlined plants than in less highly 
organized, less efficiently equipped 
smaller plants. But this reasoning is 
based on a failure to recognize the 
changed significance of what might be 
called “social costs” in defense produc- 
tion. In normal peace times, when pri- 
vate capital and private consumption 
take the great bulk of the country’s 
product, it may be logical to ignore the 
costs which the community has to bear 
growing out of a competitive system of 
business. However, the last ten years 
of business depression, with the astro- 
nomical figures for government outlays 
on public works employment and relief, 
ought to have emphasized to thinking 
persons that the cost of the goods and 
services available to the population is 
not wholly represented by the prices on 
the tags in the stores. 

In the present situation, the govern- 
ment is becoming the most important 
customer for the country’s output of 
goods and services. During the fiscal 
year beginning with July 1, 1941, it 
seems probable that the government 
will pay out for munitions of all kinds, 
including the cost of maintaining our 
military and naval forces, somewhere in 
the neighborhood of $16,000,000,000. 
That could represent close to 20 per 
cent of the total output of the nation. 
By 1944, assuming the war to last that 
long, the government’s share of our na- 
tional product could well amount to 40 
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per cent. It is that much in Britain 
today, and in Nazi Germany it is re- 
ported to be close to 60 per cent. 


Cost Paid in Reduced Consumption 


The cost of munitions and of national 
rearmament will, of course, ultimately 
be paid out of the reduced consumption 
of the American people. Therefore it 
seems entirely reasonable to refer to the 
costs of national defense as “social 
costs.” It is important, then, that those 
responsible for the national defense pro- 
gram take due account of all significant 
items of “social cost” in determining 
the relative advantages to the nation of 
building giant new plants in already 
congested industrial centers in which to 
produce munitions, as against producing 
them—perhaps at higher “prime” cost 
—in industrial plants already in exist- 
ence throughout this broad land. 

Let us take the matter of cost of de- 
fense housing. The published figures 
for defense appropriations, defense con- 
tracts, and defense expenditures (checks 
drawn by the Treasury) do not include 
anything under the heading of housing 
or of the additional community facilities 
which must be provided to take care of 
the needs of the population flocking 
into our defense centers. 

By June 30, 1942, it is probable that 
these outlays for new defense housing 
and expanded community facilities will 
amount to at least one billion dollars, 
or 20 per cent of the cost of direct plant 
construction and equipment. 

There are, of course, additional “im- 
ponderable” costs which, in the nature 
of the case, cannot be set down in black 
and white—among these the cost to the 
worker, whose employment has dried up 
in the small. metal-working plant in 





SAT 


which he has worked for years, of find- 
ing a new job, perhaps several hundred 
miles away. The Tolan committee of 
the House of Representatives, which 
started out to inquire into the causes 
and consequences of the enforced migra- 
tion of farm families from the Dust 
Bowl to southern California, now finds 
its efforts and attention chiefly focused 
on the much graver problem of indus- 
trial migration between manufacturing 
centers. Neither is it feasible to set 
down any figures for the financial bur- 
den which communities from which 
workers are migrating will have to 
carry, as their community overhead 
runs ahead of community tax revenues. 

The first part of the problem of in- 
dustrial migration is already reaching 
Washington in the demands of cities in 
which the increase of defense produc- 
tion is causing an influx of population 
beyond the capacity of local housing or 
community facilities to handle, for spe- 
cial Federal financial aid under the re- 
cently enacted Defense Public Works 
Act. In the near future, however, un- 
less ways are found to keep skilled me- 
chanics employed in the plants in which 
good machine tools are standing idle, 
the Macedonian cry will be heard in 
the national capital from hundreds of 
communities for financial assistance to 
replace revenues lost through the attri- 
tion of local taxable resources, notably 
industrial real estate and productive 
equipment. As in the case of individ- 
uals, it is not easy for a community 
suddenly to cut down a standard of liv- 
ing to which it has been long accus- 


tomed, merely because income has 
declined. 


Two Yardsticks of Decentralization 


In attempted justification of the policy 
of centralization of defense production 
in the previously existing giant plants 
of the country, it is maintained that the 
smaller plants are not equipped, either 
in respect of management or equipment, 
to handle defense work in the quantities 
and degree of precision demanded by 
the army and navy. In the first place 
this is an assumption still to be demon- 
strated. In the second place, to a con- 
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siderable extent, the large plants to 
which defense orders have been given 
are to a considerable extent not turning 
out the work with equipment previously 
installed, but with specially created 
tools. Even if it could be demonstrated 
that the thousands of small metal-work- 
ing plants throughout the country are 
not capable of turning out the most pre- 
cise work called for by ordnance and 
aircraft specifications, it would still be 
wise, from the standpoint of “social 
cost” calculations, for the defense au- 
thorities to make all possible efforts to 
rationalize defense production in such 
a way as to enable tlie less perfectly 
tooled plants to handle work not requir- 
ing the closest tolerances, and to con- 
centrate the most exacting work in the 
plants in which specially designed 
equipment is now being installed. To 
counterbalance any excess cost for ar- 
ticles of armament produced in the 
small plants, should be set down the 
saving to the nation for houses and com- 
munity facilities that do not have to be 
built in the towns and cities in which 
these smaller plants now stand idle. 
Again, however, it is not merely dollars 
and cents that are to be taken as the 
test of comparative cost; it is the num- 
ber of man and machine hours of work 
saved for defense production by avoid- 
ing the necessity for constructing new 
defense housing and additional com- 
munity facilities. 

In any case, the obvious difficulty of 
handling defense orders through thou- 
sands of small plants, be they ever so 
well organized and equipped, is being 
met by the device of “national defense 
production pools.” This is in essence 
the application of the codperative prin- 
ciple to the problem of augmenting de- | 
fense output. 

10} 


Lapor has far more to gain from price 
stability than from abnormal wage im 
creases. For these are likely to be 
illusory, and quickly overtaken by ha 
rises in living costs which fall 

particular hardship on the least fortu- 
nate of our workers and our old people. 
—Franklin D. Roosevelt in Message to 


Congress. 
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HE Connecticut General Assembly, 
at its session of this year, passed a 
law allowing mutual savings banks 

to make personal loans. The new law 

went into effect on July 1. A mutual 
savings bank is permitted to invest not 
exceeding 1 per cent of its deposits and 
surplus in such loans and may lend not 
exceeding $1,000 to any one borrower. 

The new law requires that savings 
banks, engaging in this business, shall 
set forth their borrowing rates and their 
repayment schedules clearly. Bank Com- 
missioner Walter Perry has promul- 
gated regulations indicating how savings 
banks may advertise their new line. His 
regulations follow: 

“1, The requirement that any adver- 
tising of the personal loan business of 
a savings bank must include a repay- 
ment schedule shall apply to all types 
of general solicitation, such as advertis- 
ing in newspapers, circulars, direct 
mail, radio, form letters, pamphlets, 
booklets, magazines, and billboards, as 
well as all other advertising of any 
nature printed, published, or distributed 
in any manner for the purpose of ad- 
vertising the business conducted under 
authority of said Chapter 296. Such 
requirement need not apply to any state- 
ment of services offered which does not 
feature personal loans, but lists per- 
sonal loans among other services offered 
hy the savings bank. 

“2. Each advertisement shall disclose 
the cost of loans to prospective bor- 
rowers, determined upon the supposition 
that each such loan will be repaid in 
either twelve monthly or fifty weekly 
consecutive installments of principal re- 
payments, using as a basis the sum of 
$100. Any savings bank, may in addi- 
tion to the foregoing, disclose the cost 
of loans in any other amounts and for 
any other period of time in such repay- 
ment schedule. 


SAVINGS BANK SMALL LOANS 


United States Investor 





“3. One or more typical examples 
showing in general terms the amount of 
the loan, the number, the amount and 
interval of payments, and the total cost 
shall be sufficient for the manner and 
form of such repayment schedule if set 
up with spacing showing the cost of 12 
monthly or 50 weekly consecutive in- 
stallments in clear and distinct form, 
for example: 


(A) 
Repayment Schedule 
Equal Principal Repayment Plan 


Amount of Cost for 
Loan 12 months 
$ 100 $ 6.50 
500 32.50 
1,000 65.00 


The above cost is based on prompt 
repayment by consecutive monthly in- 
stallments. 


(B) 
~ . Repayment Schedule 
Flat Repayment Plan 
Amount of Cost of Monthly. 
Loan 12 months Repayment 
$ 100 $ 6.56 $ 8.88 
500 33.04 44.42 
1,000 66.08 88.84 


The above cost is based on prompt 
repayment by consecutive monthly in- 
stallments. 


(C) ‘A loan of $100 costs $6.50 when 
principal is promptly repaid in 12 
monthly consecutive installments.’ 


“Note: The cost of loans in the fore- 
going illustrations is computed on the 
basis of 1 per cent per month on the 
unpaid principal balance. If savings 
banks charge less than the maximum 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tue First Nationat Bank or Boston 
Boston, Mass. 


Rd 


. oe BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


Prccccocno 


BANKERS PUBLISHING CO. 


1 465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control” by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 


permitted, then the cost should be shown 
determined on the rate actually charged. 


“4. So long as the repayment sched- 
ule contains the facts, as required in 
Regulation 2 hereof, so as to make clear 
to prospective borrowers the cost of 
loans repaid in twelve monthly or fifty 
weekly consecutive installments, and so 
long as it is arranged with spacing in 
clear and distinct form, no additional 
specific wording is required on the re- 
payment schedule, except for the state- 
ment that the cost as shown is based 
upon prompt repayment. Such repay- 
ment schedule must be inserted in a 
separate paragraph in not less than the 
same size type used in the body of the 
advertisement, and it shall be a part of 
or equally as prominent as the main 
body of the advertisement. 

“The Bank Commissioner reserves the 
right to alter, modify, rescind, or amend 
the foregoing regulations at any time 
hereafter on written notice to all say- 


ings banks.” 
© 


SAVINGS BANK LIFE INSURANCE 


“T CONSIDER the establishment of Sayv- 
ings Bank Life Insurance in the State of 
New York as one of the important en- 
actments of my administration,” declared 
Governor Lehman of New York in a 
message to the Savings Bank Life In- 
surance Conference at Cutchogue, Long 


Island. 


“I believe that it has given to the 
small income group of our people great 
protection and an opportunity for sav- 
ing. The rapid development of Savings 
Bank Life Insurance in our state is 
most gratifying. We now have thirty- 
five banks offering Life Insurance, nine- 
teen of which are insuring banks. 

“Several very large institutions have 
recently joined the system, and others 
are considering coming in. The growth 
in this state has been more than we 
expected, and, of course, vastly greater 
than in Massachusetts. It’s a source 0 
satisfaction too to know that Connecticut 
now has the law and that other states 
are giving the question of Savings Bank 
Life Insurance serious consideration.” 
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INE out of ten of the nation’s 

small non-defense manufacturers 

believe they soon will be forced 
to reduce operations drastically because 
of raw material or equipment shortages. 
Curtailment of production, disemploy- 
ment, even complete shutdowns are in- 
evitable unless unforeseen circumstances 
change the present situation. 

This major conclusion is drawn from 
a survey of 6,000 manufacturers, just 
completed by the Chamber of Commerce 
of the United States. 

Reports received from California, 
from Georgia, from Maine and Michi- 
gan and every state almost invariably 
sound the same note: 

“My company is finding it increas- 
ingly difficult to get raw materials. The 
future is uncertain. If things keep going 
the way they are, I don’t see where or 
how we can get supplies a few weeks 
from now.” 

Fear for the immediate future of his 
business seems to be the chief concern 
of the average small manufacturer. 

Typical is a paragraph from a Chi- 
cago manufacturer of screw machine 
products. He reports: “While we are 
presently running along with reasonable 
satisfaction—considering the times, we 
anticipate ever-increasing difficulties in 
obtaining our necessary raw materials. 
In the case of raw materials required for 
non-defense items, it seems to us that the 





SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


SMALL MANUFACTURERS FACE SHUTDOWNS 
Survey by Chamber of Commerce of the United States 


near future will bring about an almost 
complete cessation of deliveries.” 

This Chicago manufacturer’s defense 
work represents approximately 60 per 
cent of his total business. 

Here and there, of course, shutdowns 
have already occurred, or production 
has been cut in half. A Virginia manu- 
facturer of signs, for instance, reports: 

“Sheet steel is essential to my busi- 
ness. I’ve tried a number of substitutes 
without success. I normally employ 
over 200 people. A month ago I had 
to release 60 of them.” 

The survey indicates that the manu- 
facturer who can adapt his facilities to 
the production of defense items is con- 
fronted with an illusive problem. Even- 
tually, he expects to be offered govern- 
ment orders, either directly or as a sub- 
contractor. In many cases, part of his 
work already is devoted to defense. 

Many manufacturers, however, are 
dubious about their ability to convert 
their facilities to defense production. 
Their specialized machinery is designed 
only for the fabrication of their spe- 
cialized product. A letter from a 
Pennsylvania manufacturer of radio 
tubes illustrates this point. He writes, 
in part: 

“Our problem, basically, is that our 
equipment for the manufacture of any 
of our products—radio receiving tubes, 
incandescent lamp bulbs and fluorescent 
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lamps—is very highly specialized. We 
are not equipped mechanically to manu- 
facture diversified items required for the 
defense program. We probably have re- 
ceived our proportionate share of de- 
fense business in orders for those items 
we are equipped to produce. But de- 
fense business will not come close to 
making up for our loss of normal busi- 
ness.” — 

Although a relatively few manufactur- 
ers have achieved notable success in the 
development of substitutes, the great 
majority are discovering that substi- 
tutes are as difficult to obtain as the 
original material. Production experts 
who think they have the answer in sub- 
stitutes are swiftly disillusioned when 
they find that the new material is also 
on OPM’s priorities critical list. 

From New York comes a report from 
a manufacturer of bracelets for wrist 
watches. He has successfully developed 
several substitute materials, but stain- 
less steel wire is essential to the manu- 
facture of his product. In order to con- 
tinue operations, he must have 20 
pounds of this wire. Its value is about 
forty dollars. The manufacturer says: 

“In view of the fact that we have no 
priority number, we are not in a posi- 
tion to obtain any more of this material. 
Unless we can solve this problem imme- 
diately, it will be necessary to lay off 
some of the 350 employes whom we now 
have on the pay roll. The stainless 
steel wire cannot be replaced by any 
other metal because as soon as the 
springs corrode, the article becomes 
useless.” 

A small but marked proportion of 
- manufacturers report that many mate- 
rials of vital importance are becoming 
increasingly difficult to obtain, despite 
the fact that their plants are directly or 
indirectly engaged, for most part, on 
defense work. In this connection, for 
example, an Ohio manufacturer asserts: 

“Tt is rapidly getting to the point 
where a small manufacturer, such as 
ourselves, will be forced to cease opera- 
tions. This in spite of the fact that a 
_minimum of 70 per cent of our sales are 
for defense projects. 

“We have applied to the Priorities 
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Division for assistance, but we are still 
without any direct help. We have had 
two representatives in Washington dis- 
cussing the matter with the division, and 
each time they give us an entirely dif- 
ferent story as to what is necessary and 
what we are to do.” 

One of the major problems of many 
small manufacturers is to be found in 
the difficulty of obtaining priority rat- 
ings when their work is not of a direct 
defense character, although essential to 
defense, since they act as suppliers for 
defense prime or sub-contractors. Others 
complain that the ratings assigned to 
their companies are too low to be of 
much value to them in obtaining badly 
needed equipment and materials. 

Priorities procedure is almost univer- 
sally recognized as essential by manu- 
facturers, but they genérally maintain 
the system has grown to such compli- 
cated proportions they have trouble ap- 
proaching the problem of getting relief 
for their companies. 

Here’s the way one manufacturer 
presents his priorities problem: 

“Tf in filling an order for one ma- 
chine or 100 machines we have a prefer- 
ence rating certificate, we must make 
up an itemized list of the number of 
pieces, the casting number and etc. of 
every piece of cast iron we order from 
a foundry. Then. we make up another 
certificate for that single order for an- 
other material that we buy from another 
supplier. Since, in our case, we have to 
go to 57 sources to get anything that 
a machine is made of, we have 57 de- 
tailed lists on every order. 

“Now, there may be some short cut, 
but so far we haven’t found any gov- 
ernment agency at home or in Washing- 
ton that can find a short cut for us. And 
we have tried! The result is that the 
clerical detail of handling this one or- 
der alone constitutes more clerical labor 
than is needed for the operation of our 
entire business. And it looks as if it © 
will get worse as we go on.” 

Millers, bakers and other peacetime 
manufacturers using raw materials, not 
in conflict with defense needs, fear that — 
they may have to cut production and — 
lay off employes for lack of plant equip- — 
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ment and machinery, although their raw 
material supplies are abundant. 

From Georgia comes word that a 
large baking concern, which supplies 
breads, cakes and pies to a good part 
of the state, is cutting production for 
lack of replacement parts. Vital ma- 
chinery had broken down. 

The survey indicates that by far the 
great majority of small manufacturers 


UCH favorable response and com- 

ment has been received by the 
Farmers and Mechanics Savings 
Bank of Minneapolis on its U. S. De- 
fense Bond Savings Plan by pay roll 
allotment. 

The main feature of this plan is its 
simplicity with all the necessary details 
contained in one packet for both em- 
ployer and employe. 

Briefly, the plan provides that the em- 
ploye, by signing a “payroll deduction 
order,” authorizes his or her employer 
to deduct a fixed amount “from my pay 
each pay day and send the deductions 
regularly to the Farmers and Mechanics 
Savings Bank of Minneapolis for de- 
posit in my Defense Bond Savings Ac- 
count.” The employe then signs a sec- 
ond card applying for a Defense Bond 
Savings Account at the Farmers and 
Mechanics Savings Bank, and authoriz- 
ing the bank to withdraw $18.75 and 
purchase a Series “E” Bond whenever 
the account shows a balance of $20.00. 
The card provides full information 
necessary to open a regular savings ac- 
count as well as instructions for the 
registering of Series “E”’ Bonds. 

For description and entrance into the 
plan, the Farmers and Mechanics has 
designed an effective packet consisting 
of five pieces: 


(1) An envelope printed in red and 
blue, “U. S. Defense Bond Savings Plan 
for Employes of (Name of Company 
imprinted ) .” 

(2) A Treasury Department folder en- 





AN EMPLOYE DEFENSE SAVINGS PLAN 


Association News Bulletin, Savings Bank Association, State of New York 


use materials which are in competition 
with the requirements of defense in- 
dustries. 

While cognizant of the problems of 
government under the stress of growing 
national emergency, manufacturers gen- 
erally expressed themselves as believing 
that they should have received more ad- 
vance warning concerning the extent 
and nature of raw material shortages. 





titled, “Defense Savings for American 
Workers.” 

(3) A Farmers and Mechanics Sav- 
ings Bank folder printed in red and 
blue with the company’s name im- 
printed, describing the operation of the 
plan. 

(4) Payroll deduction order, with the 
name of the company imprinted, to be 
signed by employe and kept by the com- 
pany. 

(5) Application card to be filled in 
and signed by the employe. On one 
side the employe must sign his name, 
address and answer various questions, 
all of which are required by the 
Farmers and Mechanics for the opening 
of an account. The other side comprises 
a bond purchase and safekeeping order, 
also to be signed by the employe, au- 
thorizing the bank to purchase an 
$18.75 bond whenever the balance in 
the account reaches $20.00 (leaving 
$1.25 in the account). It also authorizes 
the bank to place the bond in safekeep- 
ing, free of charge and contains direc- 
tions for registration and naming of a 
beneficiary if the employe desires. 


The Farmers and Mechanics Sav- 
ings Bank describes the plan as follows: 

“We deliver these supplies, all prop- 
erly assembled, to the company, and 
leave it to the company to take such 
steps as they wish to bring it to the 
attention of their employes. We recom- 
mend that the head of the company 
write a letter on company stationery 
saying whatever he may wish about De- 
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fense Bonds and about the plan in gen- 
eral. However, we caution the com- 
pany that entering into the plan should 
be entirely voluntary on the part of each 
employe. 

“When the signature card is returnea 
to us with the first payroll deduction, 
a separate account is opened for each 
employe. Thereafter, the company 
sends us each month or each payday, 
as the case may be, one check covering 
all deductions and a list of the em 
ployes showing the amount of the de- 
duction after each name. 

“All of these Defense Bond Savings 
Account ledger cards will be handled 
in one unit here in the bank. Each time 
there is a transaction in the account the 
teller will look to see whether the bal- 
ance has yet reached $20.00. As soon 
as the balance has reached $20.00 the 
teller will set the ledger card aside so 
that our Service Department will make 
the withdrawal of $18.75, purchase the 
bond, place the same in safekeeping, and 
mail a receipt to the employe. 

“There are no strings tied to the plat. 
The employe may close out his account 


at any time, or he may come and call 


for his bonds at any time. The only 
requirement we make is that if he does 
close out his account, he is not eligible 
to re-enter for three months. This re- 
quirement is largely for its moral effect. 

“The advantages of this plan to the 
company are to relieve the company of 
the responsibility of keeping and han- 
dling the money after the payroll de- 


ductions are made, and to relieve the 
company of the details of purchasing 
and filling out the bonds. One advan- 
tage which appeals very much to some 
companies here is that the company will 
be relieved of any garnishments or at- 
tachments of the money deducted from 
the payrolls. As one employer put it, 
‘Then we will not become just a col- 
lection agency.’ 

“The advantages of the operation of 
this plan to the bank are in the realm 
of good will and patriotic duty. We 
realize that the plan, if it meets the 
approval which we hope for, will bring 
in a lot of small accounts which will 
require considerable extra clerical work. 
This extra clerical help and the extra 
materials required will create additional 
expenses, and we regard this as our con- 
tribution to national defense.” 

Although many savings banks have 
not made extensive use of payroll allot- 
ment accounts, this activity appears par- 
ticularly well-suited at the present time, 
first, since it is directed to those who 
are probably best able to save regularly 
for defense; second, because it instills 
the habit of regular consistent savings 
with a minimum of effort; and third, 
because it establishes a relationship be- 
tween the individual and the bank which 
should continue after the defense effort 
has terminated. 

The Farmers and Mechanics Savings 
Bank of Minneapolis has kindly offered 
to supply sample packets to all inter- 
ested banks, and copies may be obtained 
through the association office. 


THE ST. LAWRENCE WATERWAY 
The Index, New York Trust Company, New York 


HE extent and character of the op- 

position to the Great Lakes-St. Law- 

rence Seaway, rejected by the United 
States Senate in 1934 and revived this 
year as an emergency project, indicates 
the need for careful and comprehensive 
consideration of it by the Congress of 
the United States. It appears from the 
testimony that the war-time value of the 
proposal to this country has been seri- 
ously questioned. 


Requiring four years or more to com- 
plete, it could obviously be of little im- 
mediate aid in either its power or navi- 
gation aspects. Until all available 
shipways along the seacoast are em- 
ployed to capacity there would seem, 
moreover, small reason to enlarge those 
of the Great Lakes area. 

Further, the existing division of 
opinion in the Great Lakes area, where 
any benefits should be first recognized, 
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would seem sufficient evidence that the 
merits of the project from an economic 
standpoint have not been conclusively 
demonstrated. Since this country’s wheat 
and flour exports have decreased con- 
siderably both in volume and in value 
as compared with those of the 1920’s 
and there is doubt that this market can 
be recaptured, little present justification 
can be found on this ground for the ex- 
penditure of hundreds of millions of 
dollars on this project. Fear of the 
coal transportation and other industries 
that the seaway would adversely affect 
them seems to be soundly based. 

Finally the opposition expressed in 
various other parts of the country indi- 
cates that the outlay of the large sum 
required to complete this project, es- 
pecially in view of current increases in 
taxation for planes, ships, tanks, guns 
and other defense purposes, might well 
be deferred until the growth of the 
country’s population and its increased 
power and transportation needs clearly 
establish to the nation as a whole the 
long-term value of the seaway and asso- 
ciated power project. 

Involved in this proposal are con- 
struction of a deeper waterway linking 









PROTECTIVE PURCHASING AN INDUSTRIAL 'AILMENT 


the Lake area and the Atlantic Ocean 
and the development of hydroelectric 
power system on the St. Lawrence River. 

In its present form, it is being con- 
sidered as an agreement signed last 
March by the United States and 
Canada for the codperative development 
and utilization of the Great Lakes-St. 
Lawrence River Basin for both naviga- 
tion and power purposes. This agree- 
ment requires only a majority vote in 
each house whereas a treaty, such as 
that considered and rejected in 1934, 
can be ratified only by vote of two- 
thirds of the Senators present. 

The seaway has been included in the 
omnibus flood control bill containing 
other projects for which support might 
logically be expected from Senators and 
Congressmen in sections of the country 
where the seaway is vigorously opposed. 

The recent hearings gave perhaps the 
most comprehensive opportunity yet af- 
forded, for proponents and opponents 
to present their views in a single public 
forum, and at these hearings keen con- 
flicts of opinion on the defense, naviga- 
tion and power phases of the proposal 
developed. 


Business Bulletin, Cleveland Trust Company 


ROTECTIVE purchasing is the ail- 
ment from which American industry 
is suffering. It. is chronic, and it 
pervades our whole society. Defense 
industries have been stocking up on ma- 
terials because they have feared that 
they might not be able to get them easily 
later on, and because they were nearly 
sure that costs would be higher if they 
waited. Nondefense industries have 
bought ahead for exactly the same rea- 
sons. So have Government departments. 
The women acted in the same way when 
they stormed the stocking counters, and 
so did the motorists in the eastern states 
when they decided to keep their gaso- 
line tanks nearly full instead of almost 
empty. 
Manufacturers’ 


inventories are now 


the highest on record, both in dollar 
value and physical volume. The sharp- 
est rise has occurred in goods in process 
of manufacture. They are now about 
50 per cent above the level of a year 
ago, while raw materials owned by 
manufacturers are only 20 per cent 
higher. Finished goods in the hands of 
manufacturers are actually 5 per cent 
smaller than they were a year ago. The 
form which the increased inventories 
have taken suggests that a considerable 
quantity of raw materials may have 
been put through one or more stages of 
manufacture and then accumulated as 
protection against a possible forced re- 
distribution of raw materials. 

An element favoring the growth of 
protective purchasing has been the pre- 
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vailing abnormally low interest rates, 
which have made it temptingly safe and 
inexpensive for producers to tie up capi- 
tal in the dead storage of stockpiles of 
goods. This is one of the reasons why 
our economy has been sopping up huge 
volumes of materials, and producing too 
few munitions. We have been stocking 
up too heavily, and producing defense 
goods too slowly. 

We know we have the material re- 
sources and the productive capacity to 
manufacture all the goods needed for a 


great business boom under peace-time — 
conditions, but we are not so confident ~ 
about a munitions boom. Our flow of © 
production has become like a long river — 
with many tributaries across which we © 


have built innumerable dams. Behind 
each of them the flow backs up in num- 
berless pools, and down at the mouth 
only a reduced output has come all the 
way through. If we should continue the 
process long enough the outflow of fin- 
ished goods would ultimately be ample, 
but we do not have that much time to 
spare. 


FINANCING DEFENSE 
Investment Bulletin, C. F. Childs & Company, New York 


EFENSE expenditures alone for 
the present fiscal year have been 
variously estimated between $15,- 

000,000,000 and $20,000,000,000; the 
minimum figure being about one-sixth 
of the expected national income. 

To service these expenditures, Treas- 
ury operations to date have been sup- 
ported by unstinted bank subscriptions 
to every new issue. Bond and note is- 
sues ten to twenty times oversubscribed 
provide comfort to the Treasury and 
evidence confidence in the national 
credit. 

Prevailing financial and political con- 
ditions now indicate that cheap money 
rates will likely continue for another 
year or two, although reasoning and 
prophecy are hazardous these days. Low 
rate government financing is the indi- 
rect result of the Administration’s 
policies. Any upward revision would 
signify abandonment of the govern- 
ment’s policies of the past seven years. 
It would endanger, and conflict with the 
whole fiscal structure, including security 
markets. Nevertheless, some upward 
adjustment of rates may naturally ac- 
company a mounting expansion of 
loans and react against the present bond 
market. Until bank holdings of gov- 
ernment securities are increased by sub- 
stantial additions of new issues, genuine 
higher money rates appear to be re- 
moved from immediate problems. 
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By the use of funds raised from the 
sale of two-year, nontransferable U. S. 
Treasury notes (Tax Anticipation issue 
introduced August Ist), the Treasury, 
contrary to general expectations, may 
not need to call upon the banks for sub- 
stantial amounts of purchases of new 
bond issues before the latter months of 
this calendar year. Apparently, the 
gradual increase in defense expenditures 
has not affected the Treasury’s skillful 
performances to date. Subscriptions to 
tax anticipation notes will be determined 
by a corporation’s cash position in re- 
lation to its tax liability. Sales of these 
notes and defense bonds and social se- 
curity taxes are expected to build up 
the Treasury’s working balance faster 
than defense spending, thereby bringing 
about a temporary decline in bank de- 
posits and bank reserves. 

Secretary Morgenthau stated (July 2) 
that for the fiscal year ending June 30, 
1941, total government expenditures, 
exclusive of debt retirements, were $12,- 
710,000,000, leaving a net deficit of 
$5,103,000,000. On that date the gross 
public debt was $48,961,000,000, witk 
the computed interest rate 2.518 per 
cent on the interest-bearing debt. The 
guaranteed debt of governmental cor- 
porations and agencies totaled $6,373,- 
000,000. During the year the Treasury” 


sold to the public for cash $7,633,500, — 
000 securities of different types, of” 
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which only 17 per cent were short term. 

The 1942 fiscal outlook indicates 
probable defense expenditures at $15,- 
500,000,000, as part of total expendi- 
tures of $22,200,000,000 and a net defi- 
cit of $12,800,000,000, based on existing 
tax structure. That deficit would be 
more than $7,000,000,000 above the 
1941 figure. Of the direct and guar- 
anteed interest-bearing marketable and 
non-marketable securities now outstand- 
ing, about $10,200,000,000 are held by 
Federal agencies, trust funds, and Fed- 
eral Reserve Banks, about $19,000,000,- 
000 held by commercial banks, $10,- 
000,000,000 by insurance companies 
and mutual savings banks, and the re- 
mainder by other private investors, 
largely trust accounts and individuals. 

The Federal defense appropriations 


authorized, recommended and pending 
to the end of next June, not including 
another lend-lease appropriation, al- 
ready call for over $46,000,000,000. For 
both purposes the total is $53,000,000,- 
000. The Treasury is expected to bor- 
row around $10,000,000,000 this fiscal 
year. 

To be realistic and admit that no debt 
limit authorized by Congress protects 
the national credit, comforts the people, 
or accomplishes any sensible purpose 
when the limit is periodically raised, 
why not abandon the gesture? Remove 
the debt limit entirely and thereby let the 
world know that the United States has 
no prescribed limit for its use of credit 
and expenditures for its national 
welfare. 


INDUSTRIAL EMPLOYMENT 


The Conference Board, New York 


MPLOYMENT and hourly earnings 
on the average increased in July 
in the twenty-five industries regu- 

larly surveyed by the Division of Indus- 
trial Economics of The Conference 
Board. Man hours worked totaled less, 
however, than in June, and pay rolls 
averaged less. 

Earnings thus declined, as did the 
amount they could buy. Weekly earn- 
ings averaged $33.70 in July, as com 
pared with $34.26 in June. In July, 
1940, they averaged $28.16, and in July, 
1939, $26.64. The purchasing value of 
the dollars received (as expressed in 
terms of 1923 performance) dropped 
from 145.4 in June to 142.4 in July. 
The corresponding index number for 
July, 1940, is 123.9, and for July, 1939, 
is 118.9. 

Although the average number of 
hours worked in the twenty-five indus- 
tries decreased during July of this year, 
seventeen of the industries actually re- 
corded more man hours of production 
than in June. This means that in July 
fewer hours were worked in only the 
following industries: agricultural imple- 
ment, automobile, Northern cotton, 
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hosiery and knit goods, lumber and 
millwork, paint and varnish, rubber, 
and the “other product” category of the 
foundry and machine shop industry. 

The greatest drop in the number of 
hours worked occurred in the auto- 
mobile industry, which in July was ap- 
proaching the end of its 1941-model 
year. Hours worked per week in this 
industry fell from 41.8 in June to 36.9 
in July. In July, 1940, the average work 
week was 32.3 hours, as against 36.4 
hours in June. 

Employment in July of this year fell 
off in only four industries; agricultural 
implement, automobile, hosiery and knit 
goods, and silk. In July, 1940, the num- 
ber of industries experiencing employ- 
ment declines was eight. 

Contrary to the average trend, actual 
weekly earnings increased in thirteen of 
the twenty-five industries. In ten of the 
thirteen, the wages increased more than 
the cost of living. This situation oc- 
curred in the boot and shoe, chemical, 
electrical manufacturing, furniture, 
hosiery and knit goods, paper and pulp, 
paper product, book and job printing, 
silk, and machine and machine tool in- 
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dustries. In the other fifteen industries 
“real” weekly wages declined. 

Although only employment and 
hourly earnings increased for the 
twenty-five industries as a whole, all in- 
dicators rose in seven of the industries. 
Hours worked per week, hourly earn- 
ings, weekly money and “real” earnings, 
employment, total man hours worked, 
and pay rolls thus were all higher in 
July in the chemical, electrical manu- 
facturing, furniture, paper product, and 
book and job printing industries. In 
two other industries—paper and pulp, 
and machine and machine tool—only 
average hours worked per week de- 
clined. 

In the hosiery and knit goods indus- 
try, pay rolls and individual wages went 
up even though employment and total 
man hours worked decreased. 


In the silk industry, employment was 
reduced, but earnings, man _ hours 
worked and pay rolls were greater. 

Expressed in index numbers (1923 
represented by 100), employment in the 
twenty-five industries was 122.3 in July, 
120.7 in June, 93.9 in July, 1940, and 
83.9 in July, 1939. 

Hourly earnings were 72.1 cents in 
July, 1939; 74 cents in July, 1940; 
81.8 cents in June, 1941; and 82.2 cents 
in July, 1941. 

Hours worked per week averaged 37.1 
hours in July, 1939; 38.1 hours in July, 
1940; 41.7 hours ins June, 1941: and 
41 hours in July, 1941. 

The index of pay rolls stood at 84 
in July, 1939, at 99.3 in July, 1940, at 
155.3 in June, 1941, and at 154.8 in 
July, 1941. 


PERSONAL FINANCE COMPANY LOANS 


U. S. Department of Commerce 


ERSONAL finance company con- 

sumer loan balances increased mod- 

erately during July, 1941. As of 
July 31, these balances totaled $531,- 
100,000, a gain of $4,100,000 or eight- 
tenths of 1 per cent during the month. 
The July, 1941, loan balance total was 
11.4 per cent higher than consumer in- 
debtedness to personal finance com- 
panies a year ago. 

Loans granted by personal finance or 
small loan companies during July 
amounted to $85,000,000 (including re- 
newals), a total of 8.4 per cent above 
loan volume during July last year. Loan 
volume declined 2.3 per cent from June 
to July of 1941, while a year ago the 
decline in loan volume over the same 
two month period was nine-tenths of 
1 per cent. 

Totaling $80,900,000 during July. 
1941, consumer repayments on personal 
finance company obligations rose 2.0 
per cent from June repayments. The 
July, 1941, repayment figure was 11.3 
per cent above repayments during July, 
1940. A year ago, the July repayment 
figure showed a rise of 3.4 per cent 
from consumer repayments in June. 
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During the January-July period of 
this year small loan companies made 
consumer loans totaling $566,300,000. 
This loan volume, which includes _re- 
newals, represented a rise of 8.6 per 
cent over the corresponding period of 
1940. Repayments, amounting to $540,- 
600,000 during this seven month period 
of 1941, were 12.8 per cent above last 
year. Qutstandings during these first 
seven months of 1941 increased $25,- 
700,000, while during the corresponding 
period a year ago they advanced 
$42,200,000. 

© 


In the economic change that is occur- 
ring, it is evident that bankers must con- 
stantly be reviewing banking service for 
the purpose of determining whether 
chartered banking is giving the public 
the type of service it needs and is de 


manding. It is obvious that a demo- 
cratic institution such as chartered bank- 
ing cannot exist unless it is furnishing 
the country proper banking facilities.— 
E. V. Krick, American Trust Company, 
San Francisco. 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Growps — Digested 
or Excerpted for Your Convenience .. . 


A PROGRAM TO CURB INFLATION 


By Henry H. Hermann 
Executive Manager, National Association of Credit Men 


T is obvious that any defense program 
worthy of the name must have in 
mind economic solvency. Our 

people are willing to do everything pos- 
sible to build up a strong defense pro- 
gram. In return they have a right to 
insist that Congress seriously turn to 
measures of economy on non-defense 
expenditures. 

Possible savings in this direction have 
been estimated as high as two billions 
annually. Whether this appraisal is 
high or low, there can be no doubt 
about the beneficial effect on the nation’s 
morale of a serious attempt to eliminate 
needless spending. And in this classifica- 
tion of needless spending would fall 
many items more-or-less justified in nor- 
mal periods. 

Second, we must pay for as much of 
our present outlay for defense as is pos- 
sible. Yes, we must absorb heavier 
taxes now if we are going to keep our 
country financially sound. Widening 
the tax base, increasing the tax burden 
as equitably as possible—these are 
patently necessary. Present burdens of 
some 12 billions annually are not the 
peak, if we face facts and act with corre- 
sponding realism. 

Third, with all of our talk of sacrifice 
we must actually begin to put it into 
practice. That means we will have less 
consumers goods than we have been 
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accustomed to having. The installment 
regulations have that objective. 

Many people still believe installment 
sales were restricted because of some 
inherent danger in the commercial 
credit structure or in installment prac- 
tices. The truth is that the installment 
credit problem was not out of hand. The 
primary objective of the new regula- 
tions is to force less consumer goods 
buying, to prevent competition for the 
materials that the national defense pro- 
gram requires. 

Fourth, we should help avoid bank 
credit inflation by doing our bit in the 
purchase of defense savings bonds and 
stamps. Such buying should absorb 
the excess earnings, beyond taxes, that 
arise from defense-stimulated business 
activity. The defense bond program 
can be a potent check to a war inflation. 

“But beyond their anti-inflationary 
aspect, the bonds provide a sound in- 
vestment at a premium rate of interest. 
Their ownership will provide capital to 
the wage earner with which he can meet 
the post-war crisis. Each employer of 
labor should be aware of their effective- 
ness in a future tax reduction program, 
for unemployment relief costs could be 
much less with wage earners independ- 
ent of government aid, if and when a 
post-war crisis approaches. 


There can be no doubt that with the 
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plethora of funds available, the Gov- 
ernment could secure money at a lower 
rate of interest than that which it offers 
for Defense Savings funds. It offers 
this premium rate because the real ob- 
jective of the Defense Savings Bonds is 
to offer a means of systematic saving, 
to absorb excess earning power, and 
indirectly to divert materials and ener- 
gies towards the defense program. 
Fifth, as another anti-inflationary 
policy, we have control of prices. It 
seems obvious that if this nation is 
going to achieve sound price control it 
must cover all items. We can’t make 
an exception of industrial wages or 
agriculture or any other major item and 
expect to have effective price control. 
The intricacies of price regulation, 
the suggestion of dictatorial control are 
naturally obnoxious to most of us, but 


if one is forced to choose between head- 
long price rises leading to inflation and 
strict over-all control, there may be no ~ 
alternative. 

Finally, elimination of threats to our — 
monetary structure, such as the present 
powers vested in the President with re- 
spect to devaluation, expansion of cur- 
rency through silver certificates, and 
other powers, should be withdrawn. 

These points itemize some of the 
major moves that will have to be made 
if we are going to avoid inflation. With 
all these, there is no positive assurance 
that the situation can be fully controlled. 
There is good reason, however, to be- 
lieve that with these factors brought into 
play, we may not have a runway infla- 
tion.—From the Monthly Business Re- 
view, National Association of Credit 
Men. 


ADEQUATE LOAN POLICY ESSENTIAL 
By W. O. OsBorNn 


Cashier, 


ANY of our bankers are complain- 


ing about the Government making 


loans, either directly or indi- 
rectly. I realize that the Government 
makes some loans that we bankers 
should have, but don’t overlook the fact 
that they have made many loans to per- 
sons who were indebted to our banks 
and as a result we have had many of 
our sour loans transferred to the Gov- 
ernment. I have appreciated the assist- 
ance given by the Government to the 
banks and sometimes I think it is a 
question whether the Home Owners 
Loan Corporation was really incorpo- 
rated to save homes or banks. The 
result of this Government financing has 
had some beneficial results in so far as 
our banks are concerned. 

I know that many bankers were very 
bitter against the making of Federal 
Housing Loans some few years ago, but 
the record made by the Federal Housing 
Administration has demonstrated that 
they have been successful in the making 
of loans of this type. The secret of the 
success of the Federal Housing Admin- 
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The State Exchange Bank, Culver, Indiana 


istration is not only the fact that they 
require periodical payments on all of 
their loans, but is also due to the fact 
that they make a very close check on 
the ability and the past record of the 
applicant which must be good. 

I am a firm believer that we should 
have a diversified loaning policy. I do 
not think that any commercial bank 
should have all real estate mortgages or 
all chattels or all loans made on listed 
stocks for securities, but I think that 
a country bank should have its loans 
divided so that they will have about all 
the different kinds of security which its 
particular community has. 

You might be interested to know that 
the bank that I am associated with has 
had, for many years, an intensified loan- 
ing policy. We have never joined the 
“Coupon Clippers” organization, and I 
am happy to report that our customers 
appreciate the fact that we are a part 
of our community; that we have enough 
faith in our community to make loans 
for legitimate purposes and that our 
first duty is to take care of all legitimate 


THE BANKERS MAGAZINE for October, 1941 





loans arising in our trading area, and 
then if there are any funds left for in- 
vestment, we would be willing to buy 
good bonds. I have found many bankers 
who reverse this loaning policy by buy- 
ing all the bonds and securities from 
outside sources which they can pur- 
chase, and then, if there is anything left 
for investment, they might make a few 
loans. Remember that in many instances 
your borrowers of today become your 
depositors of tomorrow and if you ex- 
pect to fill your place in your com- 
munity as a banker, you must not over- 
look the fact that it is as much your 
duty to make legitimate loans as it is to 
take deposits. 

We have always solicited loans, even 
as small as $10, because in many in- 
stances we have found out that the $10 
borrower later turned out to be a good 
bank customer. 


If you expect to make money in the 
banking business, I think you will be 


obliged to decide on traveling one of 
two roads, either you will be obliged 
to adopt an intensive loaning policy or 
you will be obliged to buy bonds and 
securities and adopt an unusually high 
service charge. I have no fault to find 
with the banker that really needs to 
adopt a service charge, but I do think 
that, in many instances, our bankers 
have taken advantage of the situation 
and have caused many of their cus- 
tomers to resent the service which they 
offer to the public. Good will must be 
maintained at all times if you are to 
successfully operate a bank and I am a 
firm believer that our banks belong to 
our communities and that the com- 
munity in which the bank exists has a 
right to expect something from the bank, 
and I think that they have a right to 
expect the bank to do more than to be 
a depository for the people in the com- 
munity in which the bank exists.— 
From an address before the Wisconsin 
Bankers Association convention. 


THE CHALLENGE FOR SAVINGS 


By Rowxanp R. McELvare 
Executive Vice-President, The Bank for Savings in the City of New York 


ROBABLY the most wasteful people 

in the world, Americans are faced 

with the vital necessity of saving in 
a big way. Initial steps in the prepared- 
ness program have been made possible 
through past accumulation. The con- 
tinuance of the program requires cur- 
rent and future saving on a scale to 
which Americans are certainly not accus- 
tomed. The situation, long since faced 
in Europe and expressed by the grim 
phrase, guns or butter, lias now crossed 
the Atlantic, but its impact has yet to 
penetrate the consciousness of the aver- 
age American. 

If the goal of the preparedness pro- 
gram is the preservation of democracy, 
the methods must not create an internal 
menace while building a bulwark 
against external danger. We might well 
take to heart the hard truth of James 
Truslow Adams’ observation that “De- 
mocracy depends for success on the 
character of its citizens, and character 
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depends, in part, on hard work and the 
self respect which a reasonable security 
self-earned brings to all, human nature 
being what it is.” Apparently this view- 
point is now finding favor in at least 
one governmental quarter because the 
Treasury leans toward bond issues on a 
basis which will enlist the support of a 
saving public, thus avoiding inflation. 

Meanwhile wages and employment 
are still increasing at an unprecedented 
rate. Retail sales, according to mid- 
August reports, were some 46 per cent 
above a year ago and instalment credit 
has just reached a new all time peak, 
while preliminary figures indicate a con- 
tinued decline in savings bank deposits 
during August. 

It must, therefore. be assumed that 
thus far the necessity of curtailing con- 
sumer purchases and of saving a por- 
tion of increased earnings has made 
little, if any, impression upon most in- 


dividuals. Rather by the process of buy- 


361 





ing everything he can lay his hands on 
for fear of shortages and higher prices, 
he is accelerating that inflationary trend 
which the Chairman of the Federal Re- 
serve Board points out “shatters all of 
the adjustments of our economic ma- 
chine. It hits the hardest of all those 
of small means. It would not only 
vastly increase the costs of defense but 
it would imperil our entire economy 
and make increasingly difficult the ad- 
justment of the post-war period.” 

At the Lake Placid convention last 
fall we, as savings bankers, foresaw the 
importance of savings in the defense ef- 
fort and by resolution, unanimously 
adopted, pledged ourselves “to lend our 
codperation for national defense with all 
the means at our disposal.” 

What are we doing to fulfill that 
pledge? What are we doing to protect 
our banks and the people of small means 
who are savings bank depositors against 
the losses and hardships that seem in- 
evitable if the present illusion of im- 
munity from economic pressure con- 
tinues? 

To be sure the savings banks are 
assisting in the Defense Savings Pro- 


gram. Practically all of the 134 sav- 
ings banks in New York State have 
qualified as issuing agents for Series E 
Bonds and many of them have devoted 
a portion of their advertising to the De- 
fense Program without any possibility 


of recompense. The fact still remains 
that we have done little or nothing to 
acquaint the wage earner particularly, 
with the present issues which clearly 
and directly affect his own pocketbook 
and his future. After a decade of the 
philosophy of spending, he must be re- 
sold on the value of savings and on 
the purposes of savings banking. Only 
when he understands and appreciates 
these facts can there be hope of a re- 
turn to a sound economy and a con- 
tinuation of savings bank principles. No 
individual savings bank can do this job 
alone. It requires a codperative effort 
in which all have a stake. 

The Committee on Public Relations 
‘ will soon present to the membership 
a campaign designed to accomplish 


these ends. The Committee defines the : 


objective of the campaign as being: 


“1. To develop public appreciation 
of the value of savings as fundamental 
to the sound and prosperous life that 
is American. : 

“2. To bring about an understanding 
of mutual savings banking as a vital 
force in the American economic system; 
a force which must be preserved and 
the views of which must be considered. 

“3. To develop a stronger realization 
on the part of the savings banks per- 
sonnel of their responsibility of leader- 
ship in the savings field.” 

There can- be little quarrel with these 
objectives, but perhaps of greater con- 
cern at the moment are the facts, as the 
Committee found them, underlying their 
recommendations. 

First, the figures indicate that savings 
banks are not getting their share of 
available business. To cite an example, 
the percentage of mortgage investments 
to total assets has dropped from 61.4 
in 1930 to 52 at the end of 1940, while 
cash and governments have risen from 
8.3 per cent to 35.3 per cent. 

The Committee finds that due to the 
inadequacy of mortgage investments 
and to other investment problems, the 
savings banks have discouraged deposits 
and reduced interest rates, with the in- 
evitable result that they are today faced 
with an indifferent if not somewhat criti- 
cal public. The public does not see 
why savings banks do not want its 
money, nor why there is such a wide 
variation in the rates charged on mort- 
gage loans and the return paid on de- 
posits. We have, in short, committed 
the blunder of placing ourselves on the 
defensive with our customers. The only 
effective way to clear ourselves is by 
putting our case on record clearly and 
understandably, that the public may 
judge us fairly. 

While the savings banks are facing 
this situation, a competitive force has 
actively sought both mortgage loans 
and new deposits, spending many times 
what we have for advertising and pro- 
motion both in relation to gross reve- 
nues and to assets. They have impr 
firmly on the public mind that their de- 
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posits are insured by an agency of the 
Government and they have secured a 
higher percentage both of new mort- 
gages and new deposits. 

The challenge is clear and it is one 
we must accept. For 125 years savings 
banks have enjoyed leadership in the 
savings field—a leadership which has 
been well earned; but no leadership can 
be maintained on past accomplishment. 
The public no longer follows blindly. 
It must know that the savings banks sys- 
tem is equal to its responsibilities. If 
the savings banks are to continue to pre- 
dominate in the savings field, they can- 
not afford the slightest tinge of defeat- 
ism. We must work aggressively toward 
the objective of voluntary savings 


through savings banks and demonstrate 
to the public our ability to think clearly 


on their behalf in the face of the present 
storm. 

The general recommendations of the 
Committee on Public Relations, as out- 
lined to member banks, merit our 
prompt support. We can well invest a 
reasonable portion of earnings in a sus- 
tained cdoperative educational cam- 
paign. But this will not do the job 
alone. A campaign ultimately can be 
no better than its product. On each 
bank in the system rests the responsibil- 
ity of giving weight to such a campaign 
by striving for ever alert management, 
aggressive mortgage lending, and a 
realistic handling of real estate and 
security problems.—From the Associa- 
tion News Bulletin, published by the 
Savings Banks Association of the State 
of New York. 


THE MARKET AND THE WAR 


By Gienn G. Munn 
Paine, Webber & Company, New York 


HE history of stock movements in 

war and rousing bull markets are 

incompatible. In the last war stock 
prices attained their highest average 
levels in November, 1916. The year 
1917 was mainly one of downside action, 
while all of 1918 was spent in a dreary 
10-point fluctuating area some 10 points 
above the 1917 bottom. 

Almost certainly, it will prove true of 
this war that the highest average prices 
for American shares were established 
in September, 1939—the very first 
month. Sustained bull markets are 
peace-time phenomena, and past pat- 
terns are likely to be repeated in the 
future. Just as it took nearly 3 years and 
peace, or until late 1919, for stock prices 
to exceed the highs of 1916, it is an equally 
strong probability that the September, 
1939, highs will not be surmounted until 
peace has again been concluded. 

The above statement is made not to 
discourage but to relate the recent past 
and the present to its historical per- 
spective, and to present our views of the 
longer-range future. For the remainder 
of the duration of this war (unless it is 
prolonged interminably) we do not ex- 


pect any substantial average rise in share 
prices. Neither do we entertain the 
thought that prices will slump more than 
moderately—even should peace sud- 
denly loom. Our rough limits for the 
D-J industrial average for the remainder 
of the war period (defined as not over 
two years for this purpose) and the first 
three months of peace are 110-145. 

We assume an Anglo-American vic- 
tory, without a vindictive peace. Our 
conception of the post-war period is one 
in which, through a renascence of in- 
ternational capitalism, implemented 
through grants or loans of American 
gold, to other nations, there will de- 
velop a tremendous revival and intense 
world-wide activity—greater than ever 
before witnessed in any previous world- 
era. It will be accompanied by a sus- 
tained bull market, subject to usual cor- 
rections, for many years. If there exists 
any validity to this long-range prog- 
nosis, then it is axiomatic that the main 
chance for the future is on the upside 
in equities; the risk of decline for the 
remaining duration of the war is limited. 
—From Weekly Observations, Paine, 
Webber & Company. 
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Digests of Recent Ideas, Campaigns, 


F A A Convention 

At the 26th annual convention of the 
Financial Advertisers Association held 
at the Hotel Statler,Cleveland, Septem- 
ber 8 to 11, 1941, Victor Cullin, 
assistant secretary, Mississippi Valley 
Trust Company, St. Louis, was elected 
president. He succeeds Robert J. Izant, 
vice-president, Central National Bank, 
Cleveland, who has presided over the 
FAA for the past twelve months. 

L. E. Townsend, assistant vice-presi- 
dent, Bank of America, San Francisco, 
was elected first vice-president. Lewis 


F. Gordon, Citizens and Southern Na- 


OStraus Portrait, St. Louis 
VICTOR CULLIN 


Advertisements, etc. 


tional Bank, Atlanta, Ga., was elected 
second vice-president. J. Lewell Laf- 
ferty, Fort Worth National Bank, Fort 
Worth, Texas, was elected third vice- 
president. Fred W. Mathison, assistant 
vice-president, National Security Bank, 
Chicago, was re-elected treasurer for 
the tenth year, and Preston E. Reed was 
re-elected executive vice-president for 
the eighteenth year. 

There were also elected the following 
new directors: Robert J. Izant, vice- 
president, the Central National Bank, 
Cleveland; Dudley L. Parsons, director 
publicity, the New York Trust Com- 


L. E. TOWNSEND 


THE BANKERS MAGAZINE for October, 1941 





pany; Philip K. Barker, assistant vice- 
president, Granite Trust Company, 
Quincy, Mass.; Louis H. Northrop, 
assistant vice-president, First National 
Bank, Chicago; Harry Winsor, vice- 
president, Second Federal Savings and 
Loan Association, Cleveland; Mary 
K. Hoyt, assistant secretary-treasurer, 
Montclair Trust Company, Montclair, 
N. J.; Swayne P. Goodenough, vice- 
president, Lincoln-Alliance Bank and 
Trust Company, Rochester, New York; 
George Wilshire, advertising manager, 
First National Bank and Trust Com- 
pany, New Haven, Conn.; Linton E. 
Allen, president, First National Bank, 
Orlando, Fla.; John De Laittre, assist- 
ant secretary, Farmers and Mechanics 
Savings Bank, Minneapolis, Minn.; 
Ralph L. Watters, advertising manager, 
Lincoln Bank and Trust Company, 
Louisville, Ky. 

Of the resolutions passed three were 
noteworthy. One urged codperation of 
bankers with defense manufacturers in 
financing of the operations of the latter; 
another pledged support of the Finan- 
cial Advertisers Association in the ap- 
plication of consumer credit regulations 
and the third promised full aid of the 
bankers in promoting sales of defense 
stamps and bonds. 

Chicago was chosen as the next meet- 
ing place. 


V for Victory 


The “V for Victory” idea has been 
successfully adopted by the Central State 
Bank of Tulsa, Okla. A recent adver- 
tisement reads: 

“V Day is Here. It’s Victory Over 
Old Man Debt. Consolidate all your 
debts into one account. We’ve assisted 
hundreds of individuals with their finan- 
cial problems. We can and will help 
you, too. Loans for every purpose.” 


Vital Decisions 


A recent issue of the “Journal” pub- 
lished by the Union and New Haven 
Trust Company, New Haven, Conn., 
features “Vital Decisions Concerning 
Your Property and Your Family.” 

Four pages of decisions are presented 
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in chart form all of which are of vital 
concern to the man or woman with 
porperty to manage or dispose of. 

Here, for example, are some typical 
decisions: 

To make a will OR to “put it off” 
and run the risk of an intestate distribu- 
tion which may not adequately meet 
your family’s needs. 

To attempt to draw your own Will, 
running the risk that this “home-made” 
Will may prove invalid when probated 
OR to ensure its validity by having it 
drawn by your attorney. 

To deposit your Will in your bank, 
where it will be safeguarded in its Will 
vault and readily found if called for 
OR to leave it lying about your home or 
office, exposed to loss and inviting con- 
sequences you may have planned 
against. 

To leave property outright to heirs 
and beneficiaries without regard to their 
ability or desire to manage their in- 
heritances OR to bequeath management 
as well as property by arranging in 
your WILL for a testamentary Trust. 

To take valuable time from your 
regular pursuits or your leisure in order 
to care personally for securities and other 
property OR to delegate all manner of 
detail cares through an Attorneyship 
Account. 


New Consumer Credit Regulations 


Shortly after the announcement of the 
new Federal Reserve Board regulations 
for the control of consumer credit the 
First National Exchange Bank of Roa- 
noke, Va., sent a letter to its depositors 
reading in part as follows: 

The financing of consumer goods has 
proved to be a sound and, we feel, a 
permanent function of the banks of this 
country. Loans made direct to con- 
sumers to purchase automobiles, house- 
hold equipment, improve and remodel 
property and to pay up outstanding bills 
are a natural and democratic develop- 
ment of progressive banking. 

This bank will continue to extend 
consumer credit in accordance with the 
regulations of the Federal Reserve 
Board. We shall endeavor, as in the 
past, to serve the needs of our depositors 
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“EYE-CATCHERS” 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


Minneapolis Rolls Up Its 
Sleeves 


—Farmers and Mechanics Sav- 
ings Bank, Minneapolis. 


‘‘Learning to Do Without’’ 


—Citizens and Southern Na- 
tional Bank, Atlanta, Ga. 


$40 Will Be a Small Tax Bill 
—Dauphin Deposit Trust Com- 
pany, Harrisburg, Pa. 


Prescribed—a Personal Loan 
—-The Fort Worth National 
Bank, Fort Worth, Texas. 


Provide Now for Next Year’s 
Income Taxes 
—American National 
Kalamazoo, Mich. 


Bank, 


and our community by extending credit 
in a flexible manner and at reasonable 
costs, consistent with bank rates. More- 
over, the regulations of the Federal Re- 
serve Board reaffirm the soundness of 
the policies adopted by us and they offer 
further support to the bank as a place 
to borrow. 

The letter was signed by Alexander 
Donnan, assistant vice-president. 


From Cambridge 
Once again in 1942 the Harvard Trust 


Company plans to distribute a new 
series of statement stuffers to its more 
than 12,000 commercial customers, each 
one featuring some distinctive Cam- 
bridge product. As A. M. Wright, treas- 
urer of the bank puts it: “Industry, 
science and education are so happily 
-blended here that the world receives an 
unusual variety of distinctive products 


exclusively —FROM CAMBRIDGE.” 
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‘*Pay-Your-Doctor-Week’’ 


The fourth annual “Pay-Your-Doctor- 
Week” will be observed this year No- 
vember 2 to 8. Inaugurated in 1938 
by California Bank in Los Angeles, ob- 
servation of “Pay-Your-Doctor-Week” 
swiftly spread to scores of cities 
throughout the country and last year 
virtually achieved nation-wide recogni- 
tion. 

“Pay-Your-Doctor-Week” recognizes 
the fairly widespread tendency to “let 
the doctor wait” until all other bills 
have been paid. Sponsors point out 
that the plight of the country doctor 
who is often paid with farm products 
or a share in next year’s crop has been 
widely publicized in recent years while 
little has been said about the city doctor 
whose reward for services rendered all 
too frequently consists mainly of long 
hours of practice and vague promises of 
payments sometime in the future. 

Because “Pay-Your-Doctor-Week” was 
originated and is sponsored by the bank- 
ing profession, the question of medical 
ethics is not involved. Banks sponsor- 
ing the week throughout the country 
call attention to the fact that funds are 
available to lend for the purpose of pay- 
ing doctor bills. 


Suggestions for Handling 
Regulation W 


John H. Payne, secretary of the Vir- 
ginia Bankers Association, offers the 
following suggestions for advertising in 
connection with the new consumer credit 
regulations: 

“Keynote your program with: Don't 
buy unnecessarily or thoughtlessly.. . . 
help conserve materials necessary to 
national defense . . . pay cash when- 
ever you can. If you buy on time make 
as large a down-payment as you can 
afford and pay the balance in the few- 
est possible number of installments . . . 
keep a budget and save . . . build a 
reserve fund for future needs . . . buy 
Treasury Notes to pay future income 
taxes... INVEST IN AMERICA 
. . . buy United States Defense Savings 
Bonds for personal and national secu- 
rity.” 
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Socrates Award 


The “Socrates Award” for nationwide 
leadership in bank advertising during 
the past twelve months has been won 
by the Bank of America, according to 
Bank Ad-Views for October. This award 
is competed for by hundreds of leading 
banks yearly throughout the country 
and takes into account the ideas, layout 
and illustrative technique, excellence of 
copy and service to the public used in 
all types of media. 


Paying by Check 


Working on the theory that every so 
often a bank must resell its checking 
customers on the fact that a checking 
account is a very valuable time-saver 
and has many other advantages, the Na- 
tional City Bank of Cleveland recently 
sent out with its cancelled checks a 
small card setting forth eight reasons 
why it is a good idea to pay by check. 
The message points out that 13,000 men 
and women and corporations have 
checking accounts at the National City. 
The reasons listed are: 


It avoids the dangers of carrying 
cash. 

It saves much time and effort in pay- 
ing bills. 

It systematizes your financial affairs. 

It establishes your identity, and gives 
you a record of your transactions. 

Ink is cheaper than shoe leather. Let 
the postman do the footwork. 

It gives you prestige. Successful peo- 
ple pay by check. 

You are not alone. 
Americans pay by check. 

You step out of the “horse and buggy 
age” when you pay by check. 


Millions of 


Auto Loans 


An attractive two-color bank state- 
ment stuffer has recently been issued by 
the State-Planters Bank and Trust Com- 
pany, Richmond, Va., featuring its fa- 
cilities for financing new car purchases. 
Copy reads: 


“You can finance a new auto with a 
State-Planters loan at $4 a year on each 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. 
International Bldg., Rockefeller Center 
Brooki_yn 66 Court Street 
BALTIMORE .... Baltimore Life Building 
Boston ........... 140 Newbury St. 
BUFFALO .... 
CHICAGO .... 
CLEVELAND 
DETROIT .... 
NEWARK 
PHILADELPHIA 
PITTSBURGH 


Grant Building 
San Francisco 


209 Post Street 


WasuincrTow......Hill Bldg., 17th & Eye Sts. 


$100 borrowed and repay in convenient 
monthly installments. If you. borrow 
$500 and repay it in 12 monthly install- 
ments of $41.67 each, the interest cost 
will be only 4 per cent of $500 or $20. 
Larger and smaller amounts are avail- 
able for longer and shorter periods. 

“Finance your new car and invest the 
savings in a Defense Bond.” 


© 


Ir a family which has been living on 
$1,500 a year has $1,800 to spend in 
1941, and puts aside for future use, one- 
half of its increase, say $150, the labor 
required to produce semi-luxury goods 
worth $150 can be put to work to arm 
twenty soldiers with army rifles. Or 
this amount of labor can be working to 
supply eighty high explosive shells. 
This example shows how each individ- 
ual’s denial of the urge to fritter away 
an increased income can play a sig- 
nificant part in arming the country. — 
A. D. Theobald, United States Savings 
and Loan League. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Bierwirth Heads New York Trust 


The board of trustees of the New York 
Trust Company has elected John E. 
Bierwirth as president to succeed Arte- 
mus L. Gates, whose resignation was 
accepted following Mr. Gates’ confirma- 
tion by the Senate as Assistant Secre- 
tary of the Navy for Aeronautics. 

Mr. Bierwirth has been a vice-presi- 
dent of the bank for nearly twelve years. 
Prior to that, he was vice-president and 
director of Thompson-Starrett Company, 
Inc., of New York, contractors and 
builders, following his service in the 
A .E. F. From the inception of his 
association with the trust company Mr. 
Bierwirth has been a senior vice-presi- 


‘© Fabian Bachrach 
JOHN E. BIERWIRTH 


dent, active in all phases of its business, 
particularly as a commercial banker. 

Born in Brooklyn, N. Y., in 1895, Mr. 
Bierwirth was graduated from _ the 
Hotchkiss School in 1913 and received 
his A. B. degree from Yale University 
with the class of 1917. At Yale he was 
prominent in athletics, being a member 
of the varsity hockey and _ baseball 
teams. Upon the entrance of the United 
States into the first World War in the 
spring of 1917, Mr. Bierwirth volun- 
teered for active service. He was com- 
missioned second lieutenant of field 
artillery and subsequently was pro- 
moted to first lieutenant. Mr. Bierwirth 
served for two years with the 308th 
Field Artillery, 78th Division, and saw 
extended active duty in France, includ- 
ing the engagements at St. Mihiel and 
in the Argonne with the A. E. F. 

He is a director of the Consolidated 
Gas and Electric Company of Baltimore, 
Pennsylvania-Dixie Cement Company, 
the Bridgeport Brass Company, and a 
number of other corporations. 


Money Order Service 


The Marquette National Bank, Min- 
neapolis, Minn., has recently instituted 
a new money order service which 
enables customers to pay bills by check 
with a minimum of red tape. All the 
remitter has to do is to write his own 
name, the name and address of the per- 
son to whom the money is payable and 
the amount. He then steps-to a teller’s 
window and soon receives an original 
check showing the name of the payee 
and the remitter and a duplicate which 
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he retains as a permanent record. For 
a check of $10 or less the charge is a 
nickel. If it’s more than $10 (up to 
$200) the service costs a dime. 


Bank Loans for Defense 
More than $1,300,000,000 of com- 


mitments for loans to manufacturers for 
financing the production of defense 
supplies was reported to the American 
Bankers Association as outstanding on 
June 30, 1941, by 369 banks in 142 
cities according to a survey made by 
the Association. The $1,300,000,000 of 
commitments is an increase of more 
than $360,000,000 over the total on 
March 31, last. 

In order to obtain an indication of 
the trend in the volume of credit ex- 
tended for the financing of defense or- 
ders, the A. B. A. queried 500 of the 
larger banks throughout the country. 
Of this number, 342 institutions in 142 
cities replied that they had outstanding 
on June 30, commitments _ totaling 
$1,301,066,533 on 7,970 defense loans. 

The survey revealed that 75 per cent 
of the commitments were made without 
assignments of contract and that assign- 
ments were required in only 25 per cent 
of the defense loan transactions. 

The 369 banks reported 3,313 loan 
commitments for production of supplies 
and equipment totaling $505,051,659 
and 2,304 for construction work and 
plant facilities totaling $513,236,642. 

In addition, they reported 2,353 other 
defense loan commitments for “work- 
ing capital purposes,” totaling $284,- 
808,232. 


Mid-Continent Trust Conference 


Invitations to attend the Twelfth Mid- 
Continent Trust Conference of the Trust 
Division of the American Bankers Asso- 
ciation to be held in St. Louis at the 
Statler Hotel, November 6 and 7, have 
been sent to members in the conference 
district by Carl W. Fenninger, president 
of the Trust Division, who is vice-presi- 
dent of the Provident Trust Company, 
Philadelphia. 

This year’s conference is expected to 
attract more than usual interest because 


it will commemorate the Forty-fifth An- 
niversary of the Trust Division which 
was organized in St. Louis in 1896. 

The Corporate Fiduciaries Association 
of St. Louis and the St. Louis Clearing 
House Association will act as hosts to 
the conference. David R. Calhoun, Jr., 
vice-president, St. Louis Union Trust 
Company, is chairman of the committee 
on arrangements. 

President Fenninger, in his invitation, 
states that there will be four sessions 
and a banquet, each carefully planned 
in the light of today’s problems in 
changing conditions. The program, 
which is nearing completion, will in- 
clude discussions on taxation, problems 
of small trust departments, and a special 
session on investments. A new feature 
will be an economic-trust panel under 
the title, “America in a War Economy.” 
Three outstanding trust men and three 
nationally known economists will par- 
ticipate under the direction of Dr. Wil- 
liam A. Irwin, educational director, 


American Institute of Banking. 


Repair for Defense 


More homes for defense workers 
through repair, rehabilitation and con- 
version of existing dwellings is the ob- 
jective of a “Repair for Defense” cam- 
paign which has been inaugurated by 
the FHA with the codperation of the 
Chamber of Commerce of the United 
States. 

The campaign is designed: 

To conserve defense materials and 
help plug the drain on skilled labor by 
taking advantage of existing utilities, 
equipment and appliances. 

To provide living quarters immedi- 
ately for defense workers—without loss 
of time that would be required to con- 
struct new homes. 

To prevent construction of new homes 
not permanently needed, thus reducing 
the number of economic dislocations 
which otherwise would occur when the 
emergency is ended. 

The National Chamber has requested 
member chambers in defense areas to 
codperate with local FHA officials in 
organizing appropriate community “Re- 
pair for Defense” campaigns. 
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Morris Plan Bankers 


Richard H. Stout, president of the 
Morris Plan Bankers Association has 
announced the appointment of Joseph 
E. Birnie, president of the Morris Plan 
Bank of Georgia, as general chairman 
for the twenty-second annual convention 
of the association. 

The convention this year will be held 
at Sea Island, Georgia, on November 
3-5 and a record-breaking attendance is 
expected. 


Mutuals to Sell Defense Bonds 


Mutual savings banks in New York 
State have qualified 100 per cent as 
issuing agents for Series “E” Defense 
Bonds. These 134 savings banks scat- 
tered throughout the metropolitan area 
and all New York State have in excess 
of 6,000,000 savings accounts, and 5.5 
billions of dollars in savings deposits. 
They represent the largest single bank- 
ing group in the country to report 100 
per cent qualification in the Defense 
Program. 

Because they deal largely with wage 
earners and people of moderate means, 
they provide ideal outlets for the sale of 
Series “E” Bonds and Defense Stamps. 
According to latest reports sales of De- 
fense issues by the New York State 
Mutuals passed the $50,000,000 mark 
during the first week in September. Of 
these sales, over $38,000,000 were “E” 
Bonds principally in $25, $50, and $100 
denominations, and $380,000 constituted 
Defense Savings Stamps. 


Richmond Federal Reserve 


The resources of the Federal Reserve 
Bank of Richmond, Va., have exceeded 
the billion-dollar mark, according to 
the weekly statement for September 17. 
Total assets on this date were listed at 
$1,002,116,000, more than double the 
resources on March 1, 1936. 

“The growth in its resources and its 
volume of operations reflects the in- 
crease in banking and in commercial, 
industrial and agricultural activity in 
. the Fifth Federal Reserve District,” de- 
clared Hugh Leach, president, comment- 
ing on the statement. “In the present 


370 


emergency, its operations have assumed © 
increased importance.” 

The bank at the end of 1915, had” 
30 officers and employes, while at pres- 
ent there are 768 officers and employes, 
of which 479 are employed at the Rich- 
mond head office, 192 at the Baltimore 
branch and 97 at the Charlotte branch, 


Office Management Meeting 


The Office Management Conference of 
the American Management Association 
will be held on October 22 and 23 at 
the Hotel Pennsylvania, New York. The 
annual meeting will bring together 
office executives and others with office 
management responsibilities from all 
parts of the United States. This year’s 
meeting will be concerned with gearing 
office methods to defense production 
needs. Among the topics that are ex- 
pected to receive special attention are: 
Stepping up office output; improving 
office standards; control of office 
salaries; office unionization. 

The association reports, after conduct- 
ing surveys among its members, that 
there is wide concern on the part of 
office management executives regarding 
the tendency of office workers to look for 
employment in factories in the belief 
that factories afford better wage oppor- 
tunities. This tendency, the association 
points out, presents a problem regard- 
ing the maintainance of good office per- 
sonnel standards. 


Housing Problems 


Civilian home building, continuance 
of which in the present readjustment to 
defense economy bulks as a paramount 
concern to hundreds of thousands of 
families in the United States ready to 
buy or build homes, as a major factor 
in maintaining balance in the rent situa- 
tion, and as a giant element of national 
productive power, will be one of a half 
dozen subjects of national importance 
to be discussed at the coming annual 
convention of the National Association 
of Real Estate Boards to be held at De- 
troit, November 4-7. 

Looking to the speeding of needed 


action, public and private, the conven- 


THE BANKERS MAGAZINE for October, 19#1 





ot a a. ee er. OE a ee 


tion with heads of Federal agencies con- 
cerned opening many of the discussions, 
will deal with (1) dwelling construction 
for defense workers (just assigned prior- 
ity ratings for the immediate production 
of 200,000 family units to take care of 
specific situations) ; (2) return of hun- 
dreds of thousands of older structures 
to usable conditions for meeting emer- 
gency housing needs; (3) utilization of 
our industrial real estate resources; (4) 
impact of all this on city growth, on 
real estate values now and in the defense 
period, on real estate taxation. Tech- 
nical discussions will cover repercus- 
sions on home building methods (in- 
cluding search for substitute materials) , 
on real estate leasing and sales methods, 
on the appraiser’s problems, on the way 
property management must be planned. 
Steps that must be taken now and in 
the future to preserve small business en- 
terprise in the United States will be dis- 
cussed as they relate to real estate and 
home building. 


Bank of America Military 
Service Policy 


Permanent staff members of the Bank 
of America (California) who have been 
called to military service need have no 
concern about their positions because 
of the extension of the military service 
period, according to L. M. Giannini, 
president of the bank. Originally all 
such men were given one year leave of 
absence, with preservation of pension 
and seniority rights. 

In answer to inquiries on the sub- 
ject, President Giannini recently stated: 


“When extension of the service period 
was legislated we automatically extended 
the leave of absence, pension and senior- 
ity privileges of the Bank of America 
employes affected. 

“Any young man who has been called 
to the nation’s service from our per- 
manent staff rolls, and who desires to 
resume his banking career immediately 
following his release from military serv- 
ice, will be welcomed back and given 
either his old position or one of equal 
standing and opportunity. 

“Thus he will be in a position to pick 


up his individual career where he left 
off, with every chance for continued ad- 
vancement.” 


Manual on Consumer Credit 
Regulations 


A practical guide interpreting the 
consumer credit regulations laid down 
by the Board of Governors of the Fed- 
eral Reserve System has been prepared 
by the Consumer Credit Department of 
the American Bankers Association and 
is now being distributed to the associa- 
tion’s entire membership. 

The guide, in booklet form, has been 
prepared as a manual to aid banks en- 
gaging in consumer credit lending to 
conform with the new _ regulations 
promulgated by the Reserve Board. In 
addition, the booklet will be of assist- 
ance to the equipment and automobile 
dealers and agents whose paper the 
banks handle. 

The 57 page manual includes the text 
of the executive order issued by the 
President covering the emergency regu- 
lation of consumer credit, the full text 
of the regulations set forth by the Re- 
serve Board in pursuance of the order, ' 
and interlined interpretations of the 
Board’s regulations which have been 
drawn up by both the Reserve Board 
and the A. B. A.’s consumer credit ex- 
perts.. © 

In addition, the booklet contains 
numerous specific questions concerning 
the application of the regulations and 
their answers. Statistical presentations 
of hypothetical consumer credit loans 
made under the new regulations are 


included. 


40th Anniversary 


The American Trust Company of 
Charlotte, N. C., recently celebrated its 
40th anniversary and to commemorate 
the occasion issued a pamphlet contain- 
ing a brief outline of the bank’s history. 


Mortgage Clinic in Philadelphia 


A Real Estate Mortgage Clinic spon- 
sored by the Savings Division of the 
American Bankers Association will be 
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held in Philadelphia October 30-31. It 
will be for the benefit of banks in Dela- 
ware, the District of Columbia, Mary- 
land, New Jersey, and eastern Pennsy]l- 
vania. The announcement is made by 
Roy R. Marquardt, president of the di- 
vision, who is vice-president of the First 
National Bank in Chicago. 

Letters will be sent to banks in the 
conference area about the third week in 
September, inviting them to send repre- 
sentatives of their real estate mortgage 
departments to the meeting. In ll, 
there are 1,395 banks in the area. 

The sessions will be held under the 
direction of Dr. Ernest M. Fisher, di- 
rector of the A. B. A.’s Department of 
Research in Mortgage and Real Estate 
Finance. They will be conducted on an 
open forum basis, and bankers in at- 
tendance will be free to interpose ques- 
tions and express their opinions during 
the discussions. This technique follows 
a conference pattern established last De- 
cember at the first A. B. A. Real Estate 
Mortgage Clinic, held by the A. B. A. 
in Cleveland, which met with outstand- 
ing success. 


State and Municipal Bonds 


New high prices and correspondingly 
low yields for state and municipal 
bonds are recorded in the seventh an- 
nual year-end survey, “State and 
Municipal Bonds: 1933-1940,” recently 
published by the Chemical Bank & 
Trust Company, New York City. The 
survey includes bonds of every state 
having public debt outstanding and at 
least one city, county or revenue author- 
ity in each state. Some interesting fea- 
tures are embodied in the study, show- 
ing not only the great advance in prices 
since December, 1933, but the drastic 
reduction in yields which” took place 
during that period. Average prices, 
based on twenty representative issues 
included in the body of the study, rose 
from 9214 to 13154 over this period, 
with average yield declining from 5.18 
per cent to 1.73 per cent. Within the 
broad general price movement, minor 
‘ intermediate movements and __indi- 


Convention Dates 
NATIONAL 


October 1-3—Mortgage Bankers Association 
of America, Hotel Roosevelt, New York 
City. 

October 8-11—National Association of Bank 
Auditors and Comptrollers, Palmer 
House, Chicago, Ill. 

November 3-5—Morris Plan Bankers As- 
sociation of America, Cloister Hotel, Sea 
Island, Ga, : 

December 1—Society of Residential Ap- 
praisers, Miami, Florida. 

December 1-5—United States Savings and 
Loan League, Miami, Fla. 


STATE AND REGIONAL 


October 9-10—Nebraska Bankers Associa- 
tion, Paxton Hotel, Omaha. 

October 19-21—Kentucky Bankers Associa- 
tion, Brown Hotel, Louisville, Ky. 

October 20-22—Savings Bank Association 
of the State of New York, White Sul- 
phur Springs, W. Va. 

October 24—Maine Bankers Association 
Mid-Winter Meet, Augusta, Me. 

October 25—Nevada Bankers Association, 
Hotel El Rancho, Las Vegas, Nev. 
November 6-7—ABA Mid-Continent Trust 
Conference, Hotel Statler, St. Louis, Mo. 


vidual trends of the various quality 
groups also may be observed. 


Crocker Ups Pay 


An experimental bonus plan designed 
“to help its employes to meet the rising 
trend in the cost of living” is being put 
into immediate effect by the Crocker 
First National Bank of San Francisco. 

Under the plan all employes of the 
bank earning up to $250 per month 
received, on July 31, a lump sum pay- 
ment amounting to 4 per cent of their 
basic salary for the period July 1 to 
September 30. Employes earning in ex- 
cess of $250 per month received a lump 
sum amounting to 4 per cent of the 
first $250 of their base pay. On Octo- 
ber 31 a similar payment probably will 
be made to all employes, covering the 
period from October 1 to December 31. 

According to bank officials, the plan 
is experimental only and no plans have 
been formulated beyond the end of the 


current year. 
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